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HOG  EXPANSION  SLOWING 
Laurian  J.  Unnevehr 


Summary 

The  unusually  long  period  of 
high  hog  prices  came  to  an  end  in 
the  fall  of  1987.   Live  hog  prices 
at  Omaha  were  almost  $60  per 
hundredweight  in  the  beginning  of 
September,  but  then  fell  to  $40  by 
November.   Prices  averaged  $59 
during  the  summer  months,  but  only 
$44  in  the  last  three  months  of 
1987.   The  large  increase  in  pork 
supply  caused  the  price  drop.   Pork 
supply  in  the  fall  of  1987  was  10 
percent  larger  than  supply  in  that 
quarter  of  1986.   The  expansion  in 
hog  herds  reported  in  June  and 
September  finally  reached  the 
market.   Most  of  this  expansion  took 
place  in  the  10  principal  producing 
states  on  large  operations  with  more 
than  500  head. 

The  December  1  Hogs  and  Pigs 
report  surprised  analysts  by  showing 
less  expansion  than  that  indicated 
in  the  September  report.   The  total 
inventory  was  up  only  7  percent,  in 
comparison  to  a  9 -percent  increase 
in  September.   The  fall  pig  crop  was 
up  7  percent  and  smaller  than  ex- 
pected.  Producers  stated  intentions 
to  farrow  were  also  lower,  perhaps 
in  response  to  the  drop  in  hog 
prices  and  the  increase  in  feed  cost 


last  fall.   Intentions  to  farrow 
from  December  through  February 
remain  the  same  as  intentions  in  the 
September  report,  and  intentions  to 
farrow  from  March  through  May  are  up 
only  2  percent. 

The  reduced  inventory  and 
intentions  to  farrow  lead  to  esti- 
mates of  pork  production  that  are  up 
5  percent  for  the  first  quarter  of 
1988,  and  up  9  to  10  percent  for  the 
spring  and  summer  quarters .   Because 
supply  expansion  in  the  next  six 
months  will  not  be  any  larger  than 
supply  in  the  fall  of  1987 ,  hog 
prices  may  not  slide  any  further. 
Demand  for  pork  continues  to  be 
robust,  compared  to  earlier  years, 
and  the  market  is  absorbing  ad- 
ditional pork  supply  at  a  relatively 
good  price.   Prices  should  remain  in 
the  low  to  mid  $40s  during  the  next 
six  months  if  demand  remains  strong. 
If  demand  returns  to  the  pattern  of 
the  early  1980s ,  growth  in  poultry 
supplies  may  force  hog  prices  to  the 
$40  level. 

The  futures  prices  for  hogs  went 
up  sharply  following  the  December 
report.   Futures  prices  above  $45 
for  next  summer's  production  offer 
good  profit  opportunities  for 

producers.  AGRICULTURE  LIBRAK/ 
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Results  of  the  Hogs  and  Pigs  Survey 

The  December  1  USDA  Hogs  and 
Pigs  report  for  the  10  major  pro- 
ducing states  showed  a  total 
inventory  of  42.3  million  head,  up  7 
percent  from  last  year  (Table  1) . 
The  breeding  herd  is  up  6  percent, 
and  market  hogs  are  up  7  percent. 
The  weight  distribution  of  market 
hogs  confirms  the  apparent  decline 
in  inventory  since  September  1. 
Very  heavy  hogs  over  180  pounds  were 
up  14  percent.   These  hogs  have 
already  gone  to  market  and  were  part 
of  the  very  large  slaughter  in  the 
last  quarter  of  1987.   Heavy  hogs 
between  60  and  180  pounds  were  up  7 
percent,  and  light  hogs  under  60 
pounds  were  up  only  4  percent. 

Farrowings  by  2 . 3  million  sows 
in  the  September-November  quarter 
were  up  7  percent  over  last  year  and 
just  equal  to  stated  intentions  in 
the  September  1  report.   These 
farrowings  produced  a  pig  crop  of 
17.5  million  head,  up  6  percent. 
The  number  of  pigs  saved  per  litter, 
7.75,  is  down  slightly  from  last 
year's  figure  for  the  second  report 
in  a  row.   Apparently  the  expansion 
of  production  has  brought  in  less 
efficient  producers. 

Producers  also  appear  to  have 
slowed  future  expansion  of  pro- 
duction.  Producers  stated  in- 
tentions to  farrow  2.1  million  hogs 
from  December  1987  through  February 
1988  are  virtually  identical  to 
winter  intentions  stated  on 
September  1.   They  are  reported  to 
be  up  10  percent  over  the  same 
period  in  the  previous  year,  a 
substantial  increase,  because  the 
1987  winter  farrowings  were  revised 
downward  by  the  USDA.   Producers 
first  statement  of  intentions  for 
March-May  quarter  of  1988  is  to 
farrow  2.4  million  sows,  up  only  2 
percent  from  that  quarter  of  1987. 


It  is  interesting  to  look  at 
where  the  1987  herd  expansion  has 
taken  place.   Illinois  inventory  was 
up  6  percent,  just  below  the  10- 
state  average.   However,  the 
breeding  herd  in  Illinois  is  up  12 
percent,  indicating  that  more 
expansion  may  be  coming  in  this 
state.   Illinois  and  Indiana  had  the 
two  largest  increases  in  breeding 
herds  from  among  the  10  states. 
Illinois 's  share  of  the  national 
inventory  had  been  declining,  but 
the  breeding  herd  increase  may 
indicate  that  Illinois  will  regain 
its  importance  as  a  hog-producing 
state. 

Table  2  shows  the  structure  of 
the  industry  by  size  of  operation. 
Overall,  there  is  a  continuation  of 
the  trend  toward  greater  con- 
centration of  production  in  large 
operations  (larger  than  500  head) . 
These  operations  are  7.6  percent  of 
all  firms  and  produce  56.9  percent 
of  all  hogs.   Small  producers  with 
less  than  a  hundred  head  are  a 
declining  percentage  of  all  firms 
and  produce  a  smaller  percentage  of 
the  total  number  of  hogs  than  they 
produced  last  year.   Most  of  the 
1987  expansion  of  inventory  has 
taken  place  on  large  operations  in 
the  10  states.   Surprisingly,  there 
has  also  been  expansion  of  inventory 
in  medium- sized  operations  of  100  to 
499  head  outside  the  10  principal 
producing  states. 


Pork  Production  Projections 

Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  seven 
months  previous .   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 
September  1,  there  were  almost  17.0 
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million  head  in  this  weight  category 
(Table  3).   This  inventory  indicates 
a  slaughter  20.9  million  head  in  the 
first  quarter  of  1988.   Another 
indication  of  winter  1988  production 
is  the  summer  pig  crop.   This  crop 
of  17.5  million  pigs  indicates  a 
January-March  commercial  slaughter 
of  almost  21.5  million  head  (Table 
4) .   An  average  of  these  two  esti- 
mates is  used  to  project  production 
in  the  first  quarter  of  1988. 

The  September-November  pig  crop 
is  an  indicator  of  what  slaughter 
will  be  in  the  second  quarter  of 
1988.   The  recent  fall  pig  crop 
should  yield  a  spring  commercial 
slaughter  of  20.6  million  head 
(Table  4) .   Intentions  to  farrow  in 
the  period  from  December  through  May 
give  some  indication  of  what  supply 
will  be  in  the  summer  and  fall  of 
1988.   Because  the  gains  in 
productivity  reflected  in  the  number 
of  pigs  per  litter  should  be  smaller 
with  the  larger  number  of  hog  pro- 
ducers, we  have  assumed  less  growth 
in  pigs  per  sow.   Intended 
farrowings  for  the  December  1987- 
February  1988  quarter  should  yield  a 
pig  crop  of  16.4  million,  and  a 
commercial  slaughter  of  21.4  million 
head  in  the  July- September  quarter 
of  1988  (Table  4).   Producers' 
intentions  to  farrow  2.4  million 
sows  in  spring  1988  should  lead  to  a 
slaughter  of  22.6  million  head  in 
the  fall  of  1988. 

Average  slaughter  weights  were 
higher  in  1987  and  in  early  1988 
than  they  were  in  past  years  (Table 
5) .   Although  slaughter  weights  have 
declined  from  the  record  high  of 
early  1987,  fairly  high  weights  are 
assumed  to  continue  because  feed 
will  remain  relatively  cheap  through 
1988.   Slaughter,  pork  production, 
and  dressed  weight  estimates  for 
1988  are  summarized  in  Table  5. 


The  relationship  of  projected 
1988  production  to  the  previous 
year's  production  is  as  follows: 

Percent  change 


Quarter 

in  production 

of  1988 

over  previous  vear 

I 

+5 

II 

+9 

III 

+10 

IV 

+0 

Although  these  are  substantial 
increases  in  production,  they  are 
less  than  predicted  from  the 
September  report.   The  percentage 
increases  seem  large  because  of  the 
comparison  with  last  year's  small 
production,  but  the  absolute  levels 
of  production  are  not  large  in 
comparison  with  average  levels  for 
the  past  five  years. 


Other  Factors  Influencing  Prices 

Cattle  slaughter  has  been  much 
lower  in  1987  than  it  was  last  year. 
Smaller  cattle  inventories  have 
finally  reduced  supply,  and  beef 
supply  should  continue  to  decline  by 
about  4  percent  throughout  the  next 
year.   The  supply  of  broilers  and 
turkeys  also  competes  for  the  con- 
sumer's dollar.   Projected  poultry 
supply  in  Table  5 ,  taken  from  the 
USDA,  shows  an  overall  growth  rate 
of  7  to  10  percent.   Total  nominal 
disposable  personal  income  is 
projected  to  grow  at  7  percent 
during  1988. 


Hog  Price  Prelections 

The  demand  model  is  based  on 
quarterly  data  from  1980  through 
1986.   Live  hog  prices  at  Omaha  are 
explained  by  pork  production,  beef 
production,  poultry  production, 


disposable  personal  income,  and 
quarterly  variation.   The  results 
show  that  pork  production  and 
seasonal  variation  are  the  most 
important  factors  influencing  hog 
prices  (Table  6) .   Poultry  pro- 
duction is  also  a  significant 
determinant  of  hog  prices,  but  beef 
production  and  income  are  not 
significant  during  this  period. 

Price  estimates  based  on  this 
model  show  that  hog  prices  will  be 
in  the  low  to  mid  $30s  during  early 
1988.   These  estimates  are  probably 
unrealistically  low,  as  the  demand 
model  has  been  underestimating 
prices  for  the  last  year. 


above  our  more  optimistic  pro- 
jections, and  well  above  the  "worst- 
case"  price  projections  in  Table  6. 
Futures  prices  probably  offer  good 
profit  opportunities  at  this  time. 

Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 


What  Might  Change  These  Estimates? 

Demand  for  red  meat  has  been 
remarkably  robust  in  1986  and  1987. 
Consumers  seem  willing  to  pay  higher 
prices  for  pork,  in  spite  of  con- 
tinued growth  in  poultry  supply. 
This  strong  demand  is  a  change  from 
the  previous  four  years .   Because  we 
do  not  know  what  is  causing  this 
change  in  demand,  it  is  difficult  to 
predict  how  long  it  will  last. 

The  high  prices  of  the  summer 
are  gone,  and  producers  may  have 
reconsidered  plans  for  expansion. 
In  addition  to  the  fall  in  hog 
prices,  feed  costs  per  hundredweight 
live  hog  have  increased  by  $3  to  $4 
during  the  fall.   We  are  cautiously 
optimistic  that  the  combination  of 
moderate  supplies  by  historical 
standards  and  relatively  strong 
demand  will  keep  prices  in  the  mid 
to  high  $40s  through  the  spring  of 
1988.   If  demand  remains  strong, 
prices  should  average  $45  in  the 
first  half  of  1988,  and  $43  in  the 
second  half. 


In  the  second  week  of  January, 
live  hog  futures  prices  are  slightly 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  December  1,  1987 


Ratio  of 

1987-88  to 

1986-87 

1987-88 

1986-87 

percent 

. . thousand 

head. . 

Inventory 

All  hogs  and  pigs 

107 

42,275 

39,690 

Kept  for  breeding 

106 

5,400 

5,110 

Kept  for  market 

107 

36,875 

34,580 

Market  hops,  bv  weight 

Under  60  pounds 

104 

13,605 

13,105 

60-119 

107 

9,405 

8,815 

120-179 

106 

7,565 

7,135 

180  and  over 

114 

6,300 

5,525 

107 

2,258 

2,115 

110 

2,113 

1,916 

102 

2,402 

2,352 

Sows  farrowing 

September -November 
December- February^ 
March -May^ 

Pig  crop 

September-November        106        17,495       16,460 

Pies  saved  per  litter  pigs  per  sow 

September-November         99  7.75         7.78 

^  Intentions . 


Table  2.   Structure  of  the  U.S.  Hog  Industry 


Percent  oE  Operations  Having: 


1-99  head 
1986    1987 


100-499 

head 

500+ 

head 

1986 

1987 

1986 

1987 

34.0 

35.0 

12.0 

13.4 

8.1 

10.5 

2.8 

2.3 

20.5 

22.3 

7.1 

7.6 

10  principal  states^  54.0  51.6 
40  other  states  89.1  87.2 
United  States         72.4    70.1 


Percent  Inventory  on  Operations  Having: 


40  other  states 
United  States 


1-99 

head 

100-499 

head 

500+ 

head 

1986 

1987 

1986 

1987 

1986 

1987 

1^   7.1 

6.5 

35.8 

34.0 

57.1 

59.5 

18.5 

17.0 

28.0 

35.7 

53.5 

47.3 

9.6 

8.8 

34.1 

34.3 

56.3 

56.9 

^  Georgia,  Illinois,  Indiana,  Iowa,  Kansas,  Minnesota,  Missouri, 
Nebraska,  North  Carolina,  Ohio. 


Table  3.   Market  Hogs  Weighing  60  to  179  Pounds  on  December  1  and 
Commercial  Slaughter  in  the  January-March  Quarter 
(thousand  head) 


Year 

Hogs 
(60-179 
pounds) 

Year 

Commercial 
Slaughter 

Ratio 

1973 

18,594 

1974 

20,150 

1.084 

1974 

17,337 

1975 

18,760 

1.082 

1975 

14,941 

1976 

17,432 

1.167 

1976 

•  16,573 

1977 

19,828 

1.196 

1977 

16,645 

1978 

19,398 

1.165 

1978 

17,437 

1979 

20,037 

1.149 

1979 

20,483 

1980 

24,229 

1.183 

1980 

19,206 

1981 

23,666 

1.232 

1981 

18,358 

1982 

21,714 

1.183 

1982 

16,712 

1983 

20,211 

1.209 

1983 

17,791 

1984 

21,802 

1.225 

1984 

17,123 

1985 

20,873 

1.219 

1985 

16,607 

1986 

20,204 

1.217 

1986 

15,836 

1987 

19,938 

1.259 

1987 

16,970 

1988 

20,901^ 

1.232^ 

Projected. 


Three -year  mean. 


Table  4.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter, 

with  Seven-Month  Lag  in  the  10  States  (thousand  head) 


Sows 

Pig 

Comm. 

Year 

far. 

crop 

Ratio 

Year 

si .     Ratio 

December 

-Februarv 

Julv- September 

1984- 

85 

1,935 

14,538 

7.51 

1985 

20,558   1.414 

1985- 

86 

1,940 

14,880 

7.67 

1986 

18,573   1.248 

1986- 

87 

1,957 

15,156 

7.74 

1987 

19,025   1.225 

1987- 

88 

2,113 

16,376 

7.75 

1988 

21,387^  1.306^ 

March 

-May 

October -December 

1985 

2,420 

18,762 

7.75 

1985 

21,699   1.155 

1986 

2,161 

16,878 

7.81 

1986 

20,271   1.201 

1987 

2,337 

18,485 

7.91 

1987 

22,446^  1.214^ 

1988 

2,402 

19,000 

7.91 

1988 

22,610^  1.190^ 

June -August 

Januarv-March 

1984 

2,259 

17,158 

7.60 

1985 

20,876   1.217 

1985 

2,191 

16,941 

7.73 

1986 

20,347   1.201 

1986 

2,034 

15,853 

7.79 

1987 

19,938   1.258 

1987 

2,262 

17,520 

7.75 

1988 

21,462^  1.225^ 

Seotember -November 

April -June 

1984 

2,316 

17,420 

7.52 

1985 

21,338   1.225 

1985 

2,265 

17,225 

7.60 

1986 

20,313   1.179 

1986 

2,150 

16,729 

7.78 

1987 

18,901   1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,609^  1.178^ 

^  Projected. 

°  Three-year  mean. 
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BEEF  SUPPLY  WILL  CONTINUE  TO  DECLINE  IN  1988 
February,  1988  Laurlan  J.  Unnevehr 


Sununarv 

The  reduced  cattle  inventory 
finally  brought  about  less  beef 
supply  and  higher  prices  for  cattle 
producers  in  1987.   Although  a 
record  large  proportion  of  the  herd 
was  slaughtered  last  year,  the 
smaller  inventory  led  a  4  percent 
decline  in  slaughter  compared  to 
1986.   Beef  supply  was  down  only  3 
percent  because  slaughter  weights 
set  new  record  highs  during  the  end 
of  1987.   The  reduction  in  annual 
beef  supply  in  1987  was  the  first 
since  1979.   Lower  supplies  led  to 
better  cattle  prices,  which  averaged 
$66  in  1987,  a  substantial  increase 
from  the  1986  average  of  $58. 

The  Cattle  inventory  released 
February  5  showed  the  expected 
continued  decline  in  cattle  numbers. 
The  total  of  99  million  head  on 
January  1,  1988  was  down  3  percent 
from  a  year  earlier.   The  1987  calf 
crop  of  40  million  head  was  also 
down  3  percent  from  1986.   The 
number  of  cows  and  replacement 
heifers  indicates  a  more  or  less 
stable  breeding  herd,  so  the  herd 
liquidation  of  the  last  six  years 
has  come  to  an  end. 

The  cattle  industry  in  Illinois 
declined  at  a  faster  rate  than  else- 
where in  the  United  States.   The 
Illinois  inventory  is  down  9  per- 


cent, in  contrast  to  3  percent  for 
the  United  States.  Cattle  on  feed 
January  1  are  up  5  percent  for  the 
United  States  as  a  whole  but  down  14 
percent  in  Illinois.  The  cattle 
industry  continues  to  shift  toward 
the  west  and  south. 

Total  annual  beef  supply  will 
decline  by  3  percent  in  1988,  even 
if  a  high  proportion  of  inventory 
goes  to  slaughter  as  in  1987.    The 
timing  of  the  decline  in  beef  supply 
is  uncertain,  however.   Slaughter 
supply  for  the  first  half  of  1988 
(steers  and  other  heifers  over  500 
pounds)  is  up  3  percent  from  1987, 
but  slaughter  supply  for  the  second 
half  of  the  year  (calves  under  500 
pounds)  is  down  10  percent.   Taken 
at  face  value,  these  numbers  would 
indicate  a  rather  abrupt  drop  in 
supply  after  the  first  half  of  1988, 
but  it  is  likely  that  slaughter  will 
be  distributed  more  evenly  than  the 
inventory  indicates.   Beef  supply  is 
projected  to  be  about  equal  to  last 
year  during  the  first  half  of  1988 
and  to  decline  by  5  percent  in  the 
second  half. 

A  look  back  at  last  February's 
Outlook  Update:  Cattle  shows  that 
our  high  estimates  of  cattle  supply 
were  close  to  actual  supply  in  1987, 
but  our  price  projections  based  on 
those  estimates  were  lower  than 
actual  prices.   Demand  for  beef  has 
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been  very  strong  relative  to  supply 
during  1987.   Furthermore,  the 
margin  between  cattle  and  beef 
prices  was  unusually  small  during 
the  end  of  1987.   If  strength  in 
demand  continues ,  then  cattle  prices 
will  be  in  the  $63-to-$68  range 
during  the  first  half  of  1988  and 
increase  to  the  $68-to-$72  range 
during  the  second  half. 

During  the  third  week  of 
February,  cattle  futures  prices  were 
under  $70  for  the  summer  and  fall 
months.   These  prices  are  just  about 
equal  to  our  cash  price  projections 
and  therefore  do  not  offer 
outstanding  opportunities  to  forward 
price  cattle. 


USDA  Reports  and  Supply  Projections 

The  Cattle  inventory  released 
on  February  5  showed  a  total  of 
almost  99  million  head  in  the  United 
States  on  January  1,  1988,  down  3 
percent  from  1987  (Table  1) .   The 
1987  calf  crop  of  40  million  head 
was  also  down  3  percent.   The 
breeding  herd  (cows  and  bulls)  was 
down  only  2  percent,  less  than  the 
total  inventory.   Heifers  going  to 
beef  cow  replacement  were  just  equal 
to  last  year.   This  indicates  that 
the  beef  breeding  herd  has 
stabilized. 

Heifers  going  to  dairy  cow 
replacement  were  down  5  percent, 
however,  as  the  dairy  industry  is 
apparently  still  contracting.   This 
reduction  in  the  dairy  breeding  herd 
led  to  an  increase  of  3  percent  in 
the  "other"  (not-for-cow-herd- 
replacement)  heifers.   This 
increases  the  potential  slaughter 
supply  for  the  first  half  of  the 
year. 

Steers  over  500  pounds  also 
contribute  to  slaughter  supply 


during  the  first  half  of  the  year; 
these  animals  were  up  2  percent  over 
1987.   Calves  under  500  pounds 
represent  potential  slaughter  supply 
for  the  second  half  of  the  year; 
these  animals  were  down  10  percent 
over  1987. 

The  relatively  large  supply  of 
animals  available  for  slaughter  in 
the  first  half  of  the  year 
corresponds  to  the  very  large 
placements  on  feed  during  the  last 
six  months.   The  July  1,  1987, 
October  1,  1987  and  the  January  1, 
1988  Cattle  on  Feed  reports  showed 
increases  of  9 ,  10,  and  6  percent, 
respectively,  in  the  nvunbers  on  feed 
in  the  13  states  (Table  2).   These 
large  placements  reflect  the 
increasing  proportion  of  fed  cattle 
in  total  slaughter  and  the  very 
large  proportion  of  inventory  going 
to  slaughter  in  1987.   Both  the  July 
and  October  reports  were  misleading 
indicators  of  future  supply,  how- 
ever.  These  reports  indicated  that 
slaughter  would  increase  during  the 
last  half  of  1987,  but  in  fact  it 
fell  by  4  percent. 

The  inventory  seems  to  provide 
the  best  indications  of  future 
supply.   The  total  slaughter  supply 
for  1988  is  down  3  percent  (Table 
3) .   A  record  large  proportion,  62 
percent,  of  1987  steer  and  heifer 
slaughter  supply  was  actually 
slaughtered.   Given  continued  large 
placements  on  feed,  it  seems  best  to 
assume  that  this  very  high  rate  of 
slaughter  will  continue  in  1988.   It 
is  difficult  to  predict  the  timing 
of  slaughter  supply,  however,  given 
the  very  large  number  of  steers  and 
heifers  over  500  pounds  relative  to 
calves  under  500  pounds.   If  the 
same  proportion  of  heavy  and 
lightweight  cattle  are  slaughtered 
in  1988  as  in  1987,  it  would  lead  to 
an  unprecedented  drop  in  slaughter 
numbers  between  the  first  and  second 


halves  of  the  year.   It  is  likely 
that  supply  will  be  more  evenly 
distributed  throughout  the  year. 
Therefore,  it  is  assumed  that  a 
smaller  proportion  of  heavy  cattle 
will  go  to  slaughter  during  the 
first  half  of  1988  compared  to  the 
first  half  of  1987  (Table  3),  and  a 
larger  proportion  will  go  to 
slaughter  during  the  second  half  of 
1988  compared  to  the  second  half  of 
1987.   This  leads  to  estimates  of 
steer  and  heifer  slaughter  for  1988 
that  are  down  2  percent  in  the  first 
six  months  and  down  5  percent  in  the 
last  six  months  from  1987  levels. 

To  complete  supply  projections, 
we  need  to  estimate  the  cow  and  bull 
slaughter.   During  1987,  cow 
slaughter  fell  as  proportion  of  cow 
inventory  for  the  first  time  since 
1979  (Table  4) ,  another  indicator 
that  herd  liquidation  has  halted. 
It  is  assumed  that  cow  and  bull 
slaughter  will  remain  at  the  1987 
rates  during  1988. 

During  1987  the  number  of 
pounds  of  beef  obtained  per  animal 
reached  a  new  record  level  of  666 
pounds  during  the  last  quarter  of 
the  year  (Table  5) .   Continued  large 
numbers  on  feed  and  relatively  cheap 
feed  mean  that  slaughter  weights  are 
likely  to  remain  high  in  1988. 
Projections  of  slaughter,  dressed 
weights,  and  beef  production  for 
1988  are  summarized  in  Table  6. 
Beef  supply  should  be  about  equal  to 
last  year  during  the  first  quarter, 
down  2  percent  in  the  second 
quarter,  and  down  5  to  6  percent  in 
the  second  half  of  the  year. 


Beef  Demand  and  Price  Projections 

The  demand  model  has  been 
updated  and  is  now  based  on 
quarterly  data  from  1980  through 
1987.   Beef  prices  are  explained  by 


beef  production,  pork  production, 
poultry  production,  disposable 
personal  income ,  and  seasonal 
variation.   The  percentage  change  in 
the  wholesale  beef  price  for  a  1 
percent  change  in  one  of  the 
variables  is  as  follows: 


Percent  change 
in  beef  price 
for  a  1  percent 
change  in 
variable 


Variable 


Beef  production  -1.8 

Pork  production  -0.2 

Poultry  production  -0.2 
Disposable  Personal 

Income  0 . 2 


The  single  biggest  determinant  of 
the  beef  price  is  beef  supply.   The 
addition  of  the  1987  data  reduced 
the  influence  of  poultry  supply  on 
the  beef  price.   The  rapid  growth  in 
poultry  supply  since  1975  led  to 
higher  poultry  consumption  than  beef 
consumption  (on  a  retail  weight  per 
capita  basis)  in  1987.   Perhaps  the 
very  large  supply  of  poultry  avail- 
able now  has  saturated  consumer 
demand,  so  that  further  increases  in 
poultry  supply  no  longer  provide 
such  strong  competition  for  the 
consumer's  dollar. 

Table  7  shows  the  price  pro- 
jections from  the  new  demand  model 
using  the  beef  production  estimates 
from  Table  6.   Pork,  poultry,  and 
income  projections  for  1988  remain 
the  same  as  in  the  last  issue  of 
Livestock  Markets  and  Prices.   The 
wholesale  price  of  beef  is  estimated 
to  increase  from  $0.92  per  pound  in 
the  first  quarter  of  1988,  to  $1.00 
per  pound  in  the  second  and  third 
quarters,  and  further  to  $1.05  per 
pound  in  the  last  quarter.   Normally 
cattle  prices  are  65  percent  of 


wholesale  beef  prices ,  but  during 
the  last  few  months  cattle  prices 
have  been  70  percent  of  wholesale 
prices.   If  producer -wholesale  price 
margins  remain  small  during  the 
first  quarter  of  1988  and  then  fall 
to  normal  levels  for  the  rest  of  the 
year,  the  projected  beef  prices  in 
Table  7  imply  the  following  cattle 
prices  in  1988: 


Cattle  price 

$  per 

hundredwe  ight 

Quarter 

live 

1988  I 

64 

II 

66 

III 

65 

IV 

68 

Why  These  Price  Prelections  Might  Be 
Too  Low 

There  are  several  reasons  why 
the  above  price  projections  may  be 
too  conservative.   First,  we  have 
assumed  that  slaughter  rates  and 
dressed  weights  will  remain  high  in 
1988.   If  those  assumptions  are 
incorrect,  then  beef  supply  could 
fall  by  as  much  as  10  percent  from 
1987  levels  instead  of  the  projected 


3  percent.   Second,  the  very  small 
inventory  of  lightweight  cattle 
means  that  there  could  be  an  abrupt 
drop  in  supply  during  the  second 
half  of  1988 ,  which  would  cause  a 
sharp  increase  in  prices.   Finally, 
beef  demand  behavior  seems  to  be 
going  through  a  transition  period 
and  may  become  stronger  than  it  was 
during  the  early  1980s.   For  all  of 
these  reasons,  it  is  not  unlikely 
that  cattle  prices  will  exceed  $70 
during  1988.   Cattle  futures  prices 
for  the  summer  and  fall  increased  in 
response  to  the  Cattle  report,  but 
during  the  third  week  of  February 
they  were  still  under  $70.   Futures 
prices  continue  to  be  low  in 
relation  to  current  strong  cash 
prices .   The  futures  market  will  not 
offer  good  pricing  opportunities  for 
the  summer  and  fall  months  until 
cattle  futures  prices  exceed  $72. 

Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist,  Prices  and 
Outlook 
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Table  4.   Cow  Inventory  on  January  1  and  Cow  and  Bull  Slaughter  the  Following 
Year 
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Table  6.   Projected  Cattle  Slaughter  and  Beef  Supply  in  1988 


Quarter 


I 

II 

III 

IV 

Total 


Slaughter,  thousand  head 

Cows    Steers 

and     and 

bulls   heifers    Total 


Dressed  Beef  Percent 

weight  production  change 

(pounds  per  (million  from 

animal)  pounds)  1987 
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6,973 

8,758 
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6,834 
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8,783 

1,849 

6,556 
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7,139 

27,376 

34,515 
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656 
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Prices  and  Markets 


Department  of  Agricultural  Economics  •  College  of  Agriculture  •  University  of  Illinois  at  Urbana-Champaign 

HOG  PRICES  TO  REMAIN  AT  PROFITABLE  LEVELS  THROUGH  1988 
April  1988  Laurlan  J.  Unnevehr 


Stimmarv 

Hog  prices  continued  to  ride  a 
rollercoaster  in  early  1988.   After 
falling  by  $20  to  the  low  $40s  in 
late  1987,  hog  prices  rebounded  to 
$50  in  February  1988,  and  then  fell 
to  $43  toward  the  end  of  March. 
These  price  swings  reflect  changes 
in  pork  production,  which  increased 
by  12  percent  in  the  last  quarter  of 
1987.   Production  in  the  first 
quarter  of  1988  was  up  only  6  per- 
cent, and  prices  recovered.   Price 
levels  remain  high  relative  to  the 
large  supply  of  hogs  coming  to 
market,  indicating  that  demand  for 
pork  is  strong. 

The  hog  market  continues  to 
surprise  analysts  and  producers 
alike.   Only  4  months  ago  there  was 
consensus  that  hog  prices  would  dip 
below  $40  at  some  point  in  1988. 
The  last  two  Hogs  and  Pigs  reports, 
however,  have  shown  that  expansion 
will  be  much  slower  than  expected 
during  1988,  so  prices  will  be 
stronger  than  expected.   The  March  1 
inventory  and  the  1988  winter  pig 
crop  were  up  only  6  percent.   Even 
more  surprising  is  the  small  in- 
crease of  only  2  percent  in  pro- 
ducers '  intentions  to  farrow  during 
the  next  6  months.   The  pig  crop  and 
intentions  to  farrow  indicate  that 


pork  production  will  be  up  6  to  8 
percent  in  the  next  6  months ,  but 
down  2  percent  in  the  last  quarter 
of  1988. 

This  expansion  in  production  is 
relatively  modest;  live  hog  prices, 
therefore ,  should  remain  at  or  above 
$44  through  the  end  of  the  year. 
Live  hog  prices  at  Omaha  are 
expected  to  rise  to  $50  or  more  by 
the  end  of  the  spring  quarter  and  to 
remain  there  through  the  summer. 
Prices  should  fall  to  around  $45 
toward  the  end  of  1988 ,  and  they  may 
fall  further  to  $40  in  early  1989. 

In  the  first  week  of  April 
following  the  report,  live  hog 
futures  prices  for  1988  are  near  our 
projected  price  levels.   These 
prices  offer  reasonable  profits  for 
risk- averse  producers  who  want  to 
lock  in  some  minimum  profit  level . 
But,  those  producers  who  wish  to 
wait  for  outstanding  profit 
opportunities  should  look  for  fall 
1988  futures  prices  above  $45. 


Results  of  the  Hogs  and  Pies  Survey 

The  March  1  USDA  Hogs  and  Pigs 
report  for  the  10  major  producing 
states  showed  a  total  inventory  of 
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40.5  million  head,  up  6  percent  from 
last  year  (Table  1) .   The  breeding 
herd  is  up  only  4  percent,  and 
market  hogs  are  up  6  percent.   The 
weight  distribution  of  market  hogs 
shows  that  supplies  will  tighten  in 
the  coming  quarter.   Very  heavy  hogs 
over  180  pounds  were  up  9  percent. 
These  hogs  have  already  gone  to 
market  in  March  1988 .   Heavy  hogs 
between  60  and  180  pounds  represent 
market  supply  in  the  coming  quarter, 
and  these  were  up  only  4  percent. 

Farrowings  by  2.0  million  sows 
in  the  December- February  quarter 
were  up  6  percent  over  last  year  and 
were  a  little  below  stated 
intentions  in  the  December  1  report. 
These  farrowings  produced  a  pig  crop 
of  15.8  million  head,  up  6  percent. 
This  increase  is  a  little  mis- 
leading, however,  because  the  USDA 
revised  the  figure  for  last  winter's 
pig  crop  downward.   Although  there 
have  been  rumors  that  disease  and 
severe  weather  would  reduce  the 
winter  pig  crop,  the  number  of  pigs 
saved  per  litter,  7.77,  is  actually 
higher  than  last  year's  number  of 
7.75. 

Producers  appear  to  have 
retained  the  modest  plans  for  future 
expansion  of  production  that  were 
indicated  in  the  last  report. 
Producers  stated  intentions  to 
farrow  2.4  million  hogs  in  the 
March-May  quarter  of  1988  are 
virtually  identical  to  intentions 
stated  on  December  1.   These 
intentions  would  be  up  2  percent 
over  farrowings  last  spring. 
Producers'  first  statement  of 
intentions  for  the  June -August 
quarter  of  1988  is  to  farrow  2.3 
million  sows,  also  up  only  2  percent 
from  their  1987  intentions  to 
farrow. 

It  is  interesting  that  Illinois 


hog  herds  are  growing  faster  than 
elsewhere  in  the  10  states. 
Illinois  inventory  on  March  1  was  up 
12  percent.   This  increase  was 
larger  than  that  for  any  other 
state.   The  Illinois  breeding  herd 
was  up  15  percent. 


Pork  Production  Pro lections 

Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  7 
months  previous .   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 
March  1,  there  were  15.7  million 
head  in  this  weight  category  (Table 
2).   This  inventory  indicates  a 
slaughter  of  20.3  million  head  in 
the  second  quarter  of  1988.   Another 
indicator  of  spring  1988  production 
is  the  fall  pig  crop.   This  crop  of 

17.5  million  pigs  indicates  an 
April -June  commercial  slaughter  of 

20.6  million  head  (Table  3).   An 
average  of  these  two  estimates  Is 
used  to  project  production  in  the 
second  quarter  of  1988. 

The  December -February  pig  crop 
is  an  indicator  of  what  slaughter 
will  be  in  the  third  quarter  of 
1988.   The  recent  winter  pig  crop 
should  yield  a  summer  commercial 
slaughter  of  20.6  million  head 
(Table  3).   Intentions  to  farrow  for 
the  period  from  March  through  August 
give  some  indication  of  what  supply 
will  be  in  late  1988  and  early  1989. 
Intended  farrowings  for  the  March - 
May  quarter  of  1988  should  yield  a 
pig  crop  of  almost  19.0  million  and 
a  commercial  slaughter  of  22.7 
million  head  in  the  October-December 
quarter  of  this  year  (Table  3) . 
Producers '  intentions  to  farrow  2 . 3 
million  sows  in  surmner  1988  would 


lead  to  a  slaughter  of  21.8  million 
head  in  the  first  quarter  of  1989 
(Table  3). 

Average  slaughter  weights  in 
1986  and  1987  were  higher  than  they 
were  in  past  years  (Table  4) . 
Weights  are  assumed  to  fall  to  more 
normal  levels  by  the  end  of  1988 
because  feed  will  become  more 
expensive.   Slaughter,  pork  pro- 
duction, and  dressed  weight  esti- 
mates for  1988  are  summarized  in 
Table  4. 

The  relationship  of  projected 
production  to  the  previous  year's 
production  is: 


Percent  change  in 

production  over 

Quarter 

previous  year 

1988 

I 

+6 

11 

+8 

III 

+6 

IV 

-2 

1989 

I 

+3 

These  increases  in  production  are 
less  than  predicted  from  the 
December  report.   Furthermore,  the 
absolute  levels  of  projected  pro- 
duction are  not  large  in  comparison 
with  average  levels  for  the  past  5 
years . 


Other  Factors  Influencing  Prices 

Cattle  slaughter  continued  to 
decline  in  early  1988.   Smaller 
cattle  inventories  have  finally 
reduced  supply,  and  beef  supply 
should  continue  to  decline  by  about 


4  percent  over  the  next  year.   The 
supply  of  broilers  and  turkeys  also 
competes  for  the  consumer's  dollar. 
Projected  poultry  supply  in  Table  5 
is  taken  from  the  USDA  and  shows  an 
overall  growth  rate  of  7  to  10 
percent.   Total  nominal  disposable 
personal  income  is  projected  to  grow 
at  7  percent  during  1988,  based  on 
an  assumed  rate  of  inflation  of  4 
percent  and  3 -percent  growth  in  real 
income . 


Hog  Price  Projections 

The  demand  model  is  based  on 
quarterly  data  from  1980  through 
1987 .   Live  hog  prices  at  Omaha  are 
explained  by  pork  production,  beef 
production,  poultry  production, 
disposable  personal  income ,  and 
quarterly  variation.   Poulti^r  pro- 
duction squared  has  also  been  added 
to  the  model.   This  variable 
measures  changes  in  the  rate  of 
substitution  between  poultry  and 
pork.   The  negative  sign  means  that 
consumers  are  less  willing  to  sub- 
stitute poultry  for  pork  as  poultry 
supplies  become  very  large.   In 
other  words ,  consumers  may  have 
reached  some  kind  of  limit  to  their 
willingness  to  buy  more  poultry 
instead  of  pork.   This  phenomenon 
explains  some  of  the  recent  strength 
in  hog  prices.   However,  the  results 
also  show  that  pork  production  and 
seasonal  variation  are  the  most 
important  factors  influencing  hog 
prices  (Table  5) .   Beef  production 
and  income  have  not  had  a  signi- 
ficant influence  on  hog  prices 
during  the  1980s. 

Price  estimates  based  on  this 
model  show  that  live  hog  prices  at 
Omaha  will  rise  to  $50  in  the  spring 
quarter  and  remain  there  throughout 


the  summer.   Prices  will  fall  to  $45 
in  late  1988  and  to  $40  in  early 
1989. 


What  Might  Change  These  Estimates? 

Demand  for  red  meat  has  been 
remarkably  robust  in  1986  and  1987. 
Consumers  seem  willing  to  pay  higher 
prices  for  pork,  in  spite  of  con- 
tinued growth  in  the  supply  of 
poultry.   This  strong  demand  is  a 
change  from  the  previous  4  years . 
It  could  be  that  consumers  have  all 
the  chicken  they  want  and  are 
unwilling  to  buy  more  even  if  it 
becomes  cheaper  relative  to  the 
price  of  pork.   It  might  also  be  the 
case  that  more  expensive  beef  is 
driving  consumers  to  pork.   Beef 
prices  Increased  in  real  terms  in 
1987  for  the  first  time  since  1982. 
But,  we  really  do  not  know  what  is 
causing  the  recent  strong  demand  for 
pork;  and  therefore,  it  is  difficult 
to  predict  how  long  it  will  last. 

Producers  appear  to  have  only 
modest  plans  for  expansion  although 
this  could  easily  change.   The  4- 
percent  larger  breeding  herd  would 
allow  greater  expansion  of 
farrowings  than  the  2  percent 
indicated. 


producers  who  want  to  lock  in  some 
mlnimvim  profit  level.   But,  those 
producers  who  wish  to  wait  for 
outstanding  profit  opportunities 
should  look  for  fall  1988  futures 
prices  above  $45. 

Issued  by  Laurism  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 


We  are  optimistic,  however, 
that  the  combination  of  relatively 
strong  demand  and  moderate  supplies 
by  historical  standards  will  keep 
prices  above  the  mid  $40s  through 
the  end  of  1988.   The  price  esti- 
mates In  Table  5  are  our  best  guess 
although  there  is  some  risk  that 
prices  will  be  lower. 

In  the  first  week  of  April, 
live  hog  futures  prices  are  just 
about  the  same  as  our  projected 
prices.   These  prices  offer 
reasonable  profits  for  risk-averse 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  March  1,  1987 


Ratio  of 
1988  to 
1987 


1988 


1987' 


percent 


.thousand  head. 


Inventory 


All  hogs  and  pigs 
Kept  for  breeding 
Kept  for  market 

106 
104 
106 

40,495 

5,420 

35,075 

38,370 

5,215 

33,155 

Market  hogs,  bv  we 

ight 

Under  60  pounds 

60-119 

120-179 

180  and  over 

107 
104 
103 
109 

13,455 
8,290 
7,365 
5,965 

12,596 
7,959 
7,132 
5,468 

Sows  farrowing 

December -February 
March -May^ 
June -Augus  t^ 

106 
102 
102 

2,030 
2,399 
2,304 

1,916 
2,352 
2,257 

Pig  crop 

December - February 

106 

15,765 

14,840 

Pips  saved  oer  litter 

pigs  per 

sow 

December - February 

100 

7.77 

7.75 

^  Intentions . 


Revised. 


Table  2.   Market  Hogs  Weighing  60  to  179  Poiinds  on  March 
1  and  Commercial  Slaughter  in  the  April-June 
Calendar  Quarter  (thousand  head) . 


Year 


Hogs 
(60-179 
pounds ) 

Commercial 
Slaughter 

Ratio 

14,639 

17,808 

1.216 

13,692 

16.819 

1.228 

15,402 

18 , 748 

1.217 

15,676 

19,037 

1.214 

17,332 

21,741 

1.254 

19,256 

25,042 

1.300 

18,091 

22,585 

1.248 

16,579 

20,712 

1.249 

16,676 

21,403 

1.283 

16,284 

21,121 

1.297 

16,007 

21,338 

1.333 

15,289 

20,313 

1.329 

15,446 

18,901 

1.224 

15,655 

20,273^ 

I.295I 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 


*  Projected. 
"   3 -year  mean. 


Table  3.   Sows  Farrowing,  Pig  Crop,  and  Connnercial  Slaughter, 
with  7 -Month  Lag  in  the  10  States  (thousand  head) 


Year 

Sows 
far. 

Pig 
crop 

Ratio 

Year 

Comm. 
si.     Ratio 

December 

-February 

Julv- September 

1984- 
1985- 
1986- 
1987- 

85 
86 
87 
88 

1,935 
1,940 
1,957 
2,030 

March 

14,538 
14,880 
15,156 
15,765 

-May 

7.51 
7.67 
7.74 
7.77 

1985  20,558   1.414 

1986  18,573   1.248 

1987  19,025   1.225 

1988  20,589^  1.306^ 

October-December 

1985 
1986 
1987 
1988 

2,420  18,762 
2,161  16,878 
2,337  18,485 
2,399  18,976 

June -August 

7.75 
7.81 
7.91 
7.91 

1985 
1986 
1987 
1988 

21,699   1.155 
20,271   1.201 
22,860   1.237 
22,727^  1.198^ 

Januarv-March 

1985 
1986 
1987 
1988 

2,191  16,941   7.73 
2,034  15,853   7.79 
2,262  17,520   7.75 
2,304  17,856   7.75 

September-November 

1986 
1987 
1988 
1989 

20,347   1.201 
19,938   1.258 
21,043^  1.201 
21,784^  1,220^ 

April-June 

1984 
1985 
1986 
1987 

2,316 
2,265 
2,150 
2,258 

17,420 
17,225 
16,729 
17,495 

7.52 
7.60 
7.78 
7.75 

1985 
1986 
1987 
1988 

21,338   1.225 
20,313   1.179 
18,901   1.129 
20,609^  1.178^ 

^  Projected. 
"   3 -year  mean. 
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RECENT  CHANGES  IN  LIVESTOCK  BASIS 
Laurlan  J.  Unnevehr 


The  difference  between  the 
current  cash  price  for  livestock  and 
the  nearby  futures  price  is  the 
livestock  basis.   If  a  producer 
hedges  livestock  sales  by  selling 
futures  contracts,  the  actual  price 
received  will  equal  the  futures 
price  plus  the  basis.   Some  idea  of 
the  expected  basis  is  needed  to 
estimate  the  price  that  will  be 
received  as  a  result  of  hedging,  and 
this  price  will  vary  with  the  basis. 
The  price  will  be  higher  when  the 
basis  strengthens  (increases),  and 
the  price  will  be  lower  when  the 
basis  weakens  (decreases) . 

This  newsletter  presents  recent 
averages  of  the  basis  for  Illinois 
direct  market  and  Peoria  terminal 
market  hog  and  cattle  prices. 
Illinois  direct  marketings  account 
for  most  cattle  and  hogs  marketed  in 
the  state.   The  Peoria  terminal 
market  remains  a  major  market,  how- 
ever, for  both  tjrpes  of  animals. 
The  basis  for  barrows  and  gilts  and 
for  choice  steers  in  these  two 
markets  has  varied  over  the  last 
five  years .   These  variations  may  be 
indicative  of  changes  in  the  basis 
for  all  Illinois  cash  prices. 

The  basis  is  calculated  as  the 
difference  between  the  cash  price 
and  the  nearby  futures  price. 
Because  futures  contracts  are  traded 


for  delivery  only  in  certain  months, 
the  "nearby"  contract  will  be  closer 
for  some  months  than  it  is  for 
others .   For  example ,  the  November 
basis  is  the  difference  between 
November  cash  prices  and  the 
December  contract.   The  difference 
between  the  December  cash  price  and 
the  December  contract  (until  that 
contract  expires)  is  the  December 
basis.   In  general,  the  basis  is 
stronger  and  less  variable  for  the 
delivery  months.   The  basis 
approaches  zero  in  the  last  few  days 
of  trading  the  contract. 


Hogs 

The  basis  for  hogs  is  calculated 
using  the  price  of  barrows  and  gilts 
weighing  from  210  to  240  pounds, 
U.S.  grades  1,  2,  and  3.   From  1983 
to  1987,  cash  prices  on  the  average 
were  lower  than  futures  prices  by 
$0.33  per  hundredweight  in  Peoria 
and  by  $1.02  in  Illinois  direct 
marketings.   Futures  prices  follow 
cash  prices  very  closely  because  90 
percent  of  the  variation  in  futures 
prices  is  explained  by  variation  in 
cash  prices. 

The  basis  in  both  markets  varies 
seasonally.   Cash  prices  tend  to  be   ' 
higher  than  futures  prices  in  August 


and  September,    and  lower  thanf^(J\/ 
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futures  prices  in  May  and  November. 
The  difference  between  Illinois 
direct  prices  and  futures  prices 
averaged  $2.78  in  September  and  - 
$3.55  in  May  (Table  1).   In  Peoria, 
the  seasonal  spread  ranged  from  a 
high  of  $3.10  in  September  to  a  low 
of  -$2.76  in  May  (Table  2). 

Basis  patterns  for  hog  prices 
have  varied  in  the  last  few  years. 
The  basis  was  larger  and  showed 
greater  seasonal  fluctuations  in 
1983,  1984,  and  1985,   when  hog 
prices  were  relatively  weak  (Figures 
1  and  2).   It  became  smaller  in 
absolute  value  in  1986  and  was  often 
positive  in  1987,  as  hog  prices 
strengthened.   The  annual  average 
Illinois  direct  basis  for  hogs 
strengthened  from  -$3.55  in  1983  to 
-$1.83  in  1985,  and  became  a 
positive  $0.65  in  1987.   The  Peoria 
basis  followed  a  similar  pattern, 
strengthening  from  -$2.40  in  1983  to 
$0.85  in  1987. 


Cattle 

The  basis  for  cattle  is  calcu- 
lated from  prices  of  choice  1,100- 
to- 1,300  pound  slaughter  steers. 
Cash  prices  were  lower  than  futures 
by  an  average  of  $1.00  per  hundred- 
weight in  Peoria  and  by  $0.46  in 
Illinois  direct  marketings.   Vari- 
ation in  cash  prices  explained 
almost  90  percent  of  variation  in 
nearby  futures  prices. 

Seasonality  was  much  less  of  a 
factor  in  the  cattle  basis  than  in 
the  hog  basis.   Cash  prices  tended 
to  be  slightly  above  futures  in  July 
and  somewhat  below  futures  in  March. 
The  basis  for  Illinois  direct  cattle 
sales  averaged  $1.27  in  July  and  - 
$2.26  in  March  (Table  3).   In 
Peoria,  the  seasonal  spread  was  from 
$0.98  in  July  to  -$2.89  in  March 
(Table  4) .   The  pattern  of  season- 
ality has  become  more  pronounced  in 


1986  and  1987. 

The  basis  was  weakest- -cash 
prices  were  further  below  futures- - 
in  1985  when  demand  and  cash  prices 
were  unusually  low  (Figures  3  and 
4) .   The  strengthening  in  cattle 
prices  during  1987  resulted  in  more 
months  of  positive  basis.   The 
Illinois  direct  basis  averaged  - 
$2.33  in  1985,  but  strengthened  to 
$0.79  in  1987.   The  Peoria  basis  was 
also  weakest  in  1985  at  -$2.79,  and 
strengthened  to  -$0.22  in  1987. 


Implications  for  Producers 

Producers  may  wish  to  use  this 
information  in  the  following  way. 
Suppose  a  producer  is  considering 
placing  a  hedge  for  hogs  to  be  sold 
in  September  and  October,  and  the 
October  live  hog  contract  is  trading 
at  $45.15.   If  the  producer's  cash 
prices  are  the  same  as  the  Illinois 
direct  market  prices,  then  a  basis 
of  $2.78  in  September  and  -$0.03  in 
October  can  be  expected.   These 
figures  mean  that  if  a  producer 
places  a  hedge  at  $45 . 15 ,  he  or  she 
can  expect  to  receive  a  price  of 
$47.95  ($45.15  +  $2.78)  in  September 
and  a  price  of  $45.13  ($45.15  - 
$0.03)  in  October.   These  pricing 
opportunities  must  be  evaluated  in 
light  of  producers'  own  production 
costs  and  expectations  about  future 
cash  prices. 

In  recent  years,  variation  in 
basis  patterns  makes  the  average 
monthly  basis  a  less  reliable 
indicator.   For  example,  the  average 
basis  for  the  period  from  1983  to 
1987  for  Illinois  direct  cattle  in 
May  is  -$0.27,  but  it  varied  in 
individual  years  from  -$5.00  in  1985 
to  $3.48  in  1987.   One  of  the  months 
with  the  greatest  variation.  May 
illustrates  the  largest  potential 
basis  risk. 


During  1986  and  1987,  Illinois 
livestock  prices  showed  a  strong 
basis  pattern,  which  should  have 
resulted  in  higher-than-expected 
prices  from  hedging.   The  strong 
basis  was  due  to  the  high  cash 
prices  relative  to  price  expec- 
tations as  reflected  in  futures 
prices.   This  strong  basis  pattern 
may  not  continue  once  cash  prices 
match  expectations  more  closely. 
Currently,  the  basis  for  hogs  is 
quite  weak  because  spring  prices  are 
low  relative  to  expectations  for  the 
summer.   The  basis  remains  strong 
for  cattle,  however. 

Producers  need  to  be  aware  of 
the  basis  risk  when  placing  a  hedge. 
If  they  use  the  futures  market 
regularly,  they  should  keep  a  record 
of  the  difference  between  their  own 
cash  prices  and  nearby  futures. 
They  should  evaluate  the  price 
secured  by  placing  a  hedge,  if  the 
basis  weakens  to  a  recently  observed 
minimum,  to  see  if  the  pricing 
opportunity  is  still  worthwhile. 
They  should  also  be  aware  that  the 
basis  risk  is  greater  in  months  when 
deliveries  are  not  made. 

Issued  by  Laurian  J.  Unnevehr 
Extension  Specialist 
Prices  and  Outlook 


Table  1:   Average  Monthly  Basis  for  Hogs,  Illinois  Direct  Market  Barrows  and 
Gilts,  U.S.  1  to  3,  Weighing  From  210  to  240  Pounds,  Minus  Nearby 
CME  Live  Hog  Futures^ 


Month 

1983 

1984 

1985 

1986 

1987 

Average 

dollars 

;  per  hundredweight 

January 

-2.35 

-2.95 

-3.74 

-0.09 

-1.28 

-2.08 

Feburarv 

-0.77 

-1.10 

-1.83 

-1.37 

-0.82 

-1.18 

March 

-0.56 

-1.93 

-2.56 

0.29 

1.44 

-0.60 

Aoril 

-1.74 

-1.87 

-2.49 

-1.50 

-0.55 

-1.63 

May 

-3.13 

-6.36 

-5.40 

-2.23 

-0.64 

-3.55 

June 

-2.34 

-3.14 

-3.02 

-1.89 

-1.40 

-2.36 

Julv 

-0.94 

-2.97 

-1.09 

-0.66 

2.84 

-0.03 

August 

-1.13 

-0.18 

0.04 

0.52 

1.50 

0.15 

September 

3.14 

0.19 

2.48 

1.80 

5.57 

2.78 

October 

0.83 

-0.49 

-1.08 

-0.95 

1.53 

-0.03 

November 

-4.35 

-3.05 

-2.98 

-0.99 

-3.23 

-2.92 

December 

-2.04 

-2.93 

-2.74 

-2.97 

-2.58 

-2.65 

^Delivery  months  are  underlined. 


Table  2:   Average  Monthly  Basis  for  Hogs,  Peoria  Terminal  Market  Barrows 
and  Gilts,  U.  S.  1  to  3,  Weighing  From  210  to  240  Pounds,  Minus 
Nearby  CME  Live  Hog  Futures^ 


Month 

1983 

1984 

1985 

1986 

1987 

Average 

dollars 

r  per  hundredweight 

January 

-1.19 

-2.30 

-2.90 

0.49 

-0.65 

-1.31 

February 

0.18 

0.02 

-0.90 

-0.58 

0.00 

-0.25 

March 

0.70 

-0.82 

-1.49 

0.68 

1.82 

0.18 

April 

-0.76 

-0.82 

-1.42 

-0.82 

-0.14 

-0.79 

May 

-2.14 

-5.36 

-4.30 

-1.65 

-0.37 

-2.76 

June 

-0.84 

-2.12 

-2.12 

-1.13 

-1.09 

-1.46 

July 

0.33 

0.53 

-0.43 

-0.31 

2.09 

0.44 

August 

-0.10 

0.31 

-0.85 

0.33 

0.47 

0.03 

September 

3.53 

1.72 

2.48 

2.23 

5.56 

3.10 

October 

1.38 

0.28 

-0.76 

-0.39 

2.31 

0.56 

November 

-3.48 

-2.06 

-2.51 

-0.27 

-2.61 

-2.19 

December 

-1.31 

-1.80 

-2.23 

-2.08 

-2.11 

-1.90 

^Delivery  months  are  underlined. 
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Figure  1 . 

BASIS  CHARTi 
ILLINOIS  OIRECTi  U.  S.  l-3i  210-240/1'  BARROWS  &  GILTS 

MINUS 
CME  LIVE  HOC  FUTURES  (NEARBY  CONTRACTS) 
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1983    '    1984    '    1985  .   '    1986    '    198: 
CME  COMMODITY  MARKETING  DEPT. 


1987 


Figure  2. 

BAS I S  CHARTi 
PEORIA  TERMINALi  U.S.  l-3i  210-240*  BARROWS  &  GILTS 

MINUS 
CME  LIVE  HOG  FUTURES  (NEARBY  CONTRACTS) 
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1984    '    1885    '    1986 
CME  COMMODITY  MARKETING  OEPT. 
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Table  3:    Average  Monthly  Basis  for  Cattle,  Illinois  Direct  Market  Choice  Steers 
Weighing  From  1,100  to  1,300  Pounds,  Minus  Nearby  CME  Live  Cattle 
Futures^ 


Month 

1983 

1984 

1985 

1986 

1987 

Average 

dollars 

per  hun 

dredweight 

Januay 

-0.76 

-0.27 

0.56 

2.58 

1.24 

0.67 

Februarv 

-1.86 

-0.24 

-0.28 

0.28 

-1.72 

-0.76 

March 

-1.87 

-1.73 

-3.13 

-2.33 

-2.23 

-2.26 

April 

-2.92 

-1.93 

-3.24 

-4.27 

-2.56 

-2.22 

May 

0.79 

0.03 

-5.01 

-0.67 

3.48 

-0.27 

June 

-1.36 

-0.32 

-2.03 

-0.43 

2.76 

-0.28 

July 

0.63 

2.15 

-2.52 

1.50 

4.61 

1.27 

Aupust 

-1.71 

0.82 

-2.79 

0.22 

0.87 

-0.52 

September 

1.37 

0.94 

-2.76 

-0.06 

-1.71 

-0.45 

October 

-0.26 

0.20 

-2.53 

-0.10 

-0.86 

-0.71 

November 

-1.47 

-0.55 

-2.31 

1.70 

0.48 

-0.43 

December 

-2.03 

-0.78 

-1.03 

1.04 

0.73 

-0.41 

^Delivery  months  are  underlined 


Table  4:   Average  Monthly  Basis  for  Cattle,  Peoria  Terminal  Market,  Choice 
Steers  Weighing  From  1,100  to  1,300  Pounds,  Minus  Nearby  CME  Live 
Cattle  Futures^ 


Month 

1983 

1984 

1985 

1986 

1987 

Average 

dollars 

per  hundredweight 

January 

-1.17 

-1.15 

0.31 

1.65 

0.45 

0.02 

Februarv 

-2.75 

-0.76 

-0.87 

0.46 

-3.00 

-1.38 

March 

-2.49 

-2.27 

-3.35 

-3.07 

-3.28 

-2.89 

Aoril 

-3.50 

-2.60 

-2.45 

-1.08 

-3.44 

-2.61 

May 

0.12 

-0.49 

-5.78 

-1.18 

2.24 

-1.02 

June 

-0.01 

-1.05 

-3.13 

-0.51 

2.14 

-0.51 

July 

0.24 

1.58 

-2.66 

1.37 

4.35 

0.98 

August 

-1.88 

1.21 

-2.89 

-0.79 

-0.01 

-0.87 

September 

0.85 

1.14 

-3.48 

-1.13 

-3.08 

-1.14 

1 

October 

1.01 

0.35 

-3.05 

-1.15 

-1.60 

-1.08 

November 

-2.52 

-1.28 

-2.82 

0.46 

-1.01 

-1.43 

December 

-2.68 

-0.71 

-1.51 

-0.05 

-0.64 

-1.12 

^Delivery  months  are  underlined. 
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BASIS  CHARTi 
ILLINOIS  DIRECT,  CHOICE  11-1300*1  SLAUGHTER  STEERS 

MINUS 
CME  LIVE  CATTLE  FUTURES  (NEARBY  CONTRACTS) 
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Summary 

Just  when  hog  producers  thought 
that  prices  would  remain  profitable 
through  the  end  of  1988,  the  weather 
turned  unfriendly.   Although  it  is 
still  too  early  to  assess  the  damage 
to  1988  crops,  it  is  clear  that  feed 
costs  will  be  much  higher  in  the 
coming  year  than  they  were  in  the 
past  several  years.   Uncertainty 
about  the  severity  of  the  drought 
has  led  to  uncertainty  in  both  grain 
and  livestock  markets.   Will  there 
be  herd  liquidation?   How  long  will 
it  last?   How  much  will  producers 
cut  back  on  plans  to  expand?   These 
are  questions  that  the  June  1  Hogs 
and  Pigs  survey  cannot  answer.   The 
forecasts  in  this  newsletter  are 
based  on  what  is  useful  from  the 
survey  and  our  best  guesses  about 
what  will  happen  in  1989. 

The  June  1  Hogs  and  Pigs  report 
showed  an  8  percent  increase  in  the 
inventory,  a  7  percent  increase  in 
the  spring  pig  crop,  and  6  percent 
more  hogs  intended  for  farrowing  in 
the  next  6  months.   Existing  market 
hogs  and  the  spring  pig  crop  allow 
fairly  accurate  projections  of  pork 
supply  through  the  end  of  1988,  but 
the  farrowing  intentions  are 


probably  too  large.   The  severity  of 
the  current  drought  was  not  known 
when  producers  were  surveyed  on  June 
1 .   Producers  will  probably  to  cut 
back  on  plans  to  expand  plans  with 
rising  feed  costs,  and  this 
retrenchment  will  reduce  projected 
supply  for  the  first  half  of  1988. 

The  demand  for  pork  has  remained 
strong  in  relation  to  large  supplies 
during  the  first  half  of  1988.   Pork 
production  in  the  first  quarter  of 
1988  was  up  7  percent  over 
production  in  1987.   Production 
increased  further  in  the  second 
quarter  to  about  11  percent  over 
that  of  1987.   Prices  averaged  $45 
during  both  quarters.   Supply  should 
be  up  9  percent  in  the  summer  of 
1988,  and  up  4  percent  in  the  fall. 
Live  hog  prices  are  projected  to 
average  $47  during  the  next  3 
months,  and  to  fall  to  an  average  of 
$41  during  the  last  3  months  of 
1988. 

Predicting  production  and  prices 
for  early  1989  is  less  certain.   If 
producers  retain  the  production 
plans  stated  in  the  June  report, 
then  hog  prices  will  stay  in  the  low 
$40s.   They  will  probably  cut  back 
on  those  plans.   If  they  do,  then 
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hog  prices  should  recover  to  the  $45 
range  and  stay  there  through  the  end 
of  1989.   Futures  prices  in  the 
third  week  of  July  do  not  offer 
opportunities  for  profit  that  are 
substantially  different  from  price 
expectations,  except  for  very 
distant  contracts.   Producers  might 
wish  to  lock  in  prices  above  $50  for 
1989  contracts.   Such  prices  offer 
profits  even  at  current  high  feed 
costs  and  are  unlikely  to 
materialize  in  the  cash  market. 


August  quarter  of  1988  are 
substantially  higher  than  intentions 
stated  on  March  1.   These  intentions 
would  be  up  6  percent  over  last 
summer's  f arrowings .   Producers 
first  statement  of  intentions  for 
the  September-November  quarter  of 
1988  is  to  farrow  2.4  million  sows, 
also  up  6  percent  from  1987. 


Pork  Production  Projections 


Results  of  the  Hogs  and  Pigs  Survey 

The  June  1  USDA  Hogs  and  Pigs 
report  for  the  10  major  producing 
states  showed  a  total  inventory  of 
44.0  million  head,  up  8  percent  from 
last  year  (Table  1) .   The  breeding 
herd  is  up  only  6  percent,  and 
market  hogs  are  up  8  percent.   Very 
heavy  hogs  over  180  pounds  were  up 
11  percent.   These  hogs  have  already 
gone  to  market  in  June  1988.   Heavy 
hogs  between  60  and  180  pounds 
represent  market  supply  in  the 
coming  quarter  and  were  up  only  9 
percent. 

Farrowings  by  2 . 6  million  sows 
in  the  March-May  quarter  were  up  9 
percent  over  farrowings  last  year 
and  well  above  stated  intentions  in 
the  March  1  report.   These 
farrowings  produced  a  pig  crop  of 
nearly  20  million  head,  up  7 
percent.   The  number  of  pigs  saved 
per  litter,  7.82,  is  less  than  last 
year's  number  of  7.91.   The 
expansion  of  hog  production  has 
brought  less  efficient  producers 
into  the  industry,  a  development 
that  has  stopped  the  trend  toward 
increased  productivity  of  the 
breeding  herd. 

Producers  stated  intentions  to 
farrow  2.4  million  hogs  in  the  June- 


Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  7 
months  previous.   The  number  of 
market  hogs  weighing  from  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 
June  1,  there  were  16.5  million  head 
in  this  weight  category  (Table  2) . 
This  inventory  indicates  a  slaughter 
21.2  million  head  in  the  third 
quarter  of  1988.   Another  indicator 
of  summer  1988  production  is  the 
winter  pig  crop.   This  crop  of  15.8 
million  pigs  indicates  a  July- 
September  commercial  slaughter  of 
20.6  million  head  (Table  3).   The 
higher  estimate  based  on  market  hogs 
is  used  to  project  production  in  the 
summer  of  1988  because  some  herd 
liquidation  will  increase  slaughter. 

The  March-May  pig  crop  is  an 
indicator  of  what  slaughter  will  be 
in  the  fourth  quarter  of  1988.   The 
recent  spring  pig  crop  should  yield 
a  fall  commercial  slaughter  of  23.9 
million  head  (Table  3) .   Intentions 
to  farrow  for  the  period  from  June 
through  November  give  some  indi- 
cation of  what  supply  will  be  in  the 
first  half  of  1989.   Intended 
farrowings  for  the  June -August 
quarter  of  1988  should  yield  a  pig 
crop  of  almost  18.5  million,  and  a 
commercial  slaughter  of  22.6  million 
head  in  the  January-March  quarter  of 


the  second  quarter  of  1989  (Table 
3). 

Average  slaughter  weights  in 
1986  and  1987  were  higher  than  past 
years  (Table  4) ,  and  were  abnormally 
high  during  the  recent  spring 
quarter.   Weights  are  assumed  to 
fall  to  more  normal  levels  by  the 
end  of  1988  because  feed  is  more 
expensive.   Estimates  of  slaughter, 
pork  production,  and  dressed  weight 
for  1988  and  early  1989  are 
summarized  in  Table  4. 

The  relationship  of  projected 
production  to  the  previous  year's 
production  is: 

Percent  change  in 
production 
over  previous 
Quarter        year 


1988 


1989 


I 

II 

III 

IV 

I 

II 


+7 

+11 
+9 
+4 
+5 
+3 


These  increases  in  production  are 
greater  than  those  predicted  from 
the  March  report. 


Other  Factors  Influencing  Prices 

Cattle  slaughter  declined 
during  the  first  half  of  1988  and 
matched  our  estimates  in  the 
February  newsletter.   Smaller  cattle 
inventories  have  finally  reduced 
supply,  and  beef  supply  should 
continue  to  decline  over  the  next 
year  even  if  the  drought  causes  some 
further  herd  liquidation.   The 
supply  of  broilers  and  turkeys  also 
competes  for  the  consumer's  dollar. 
Projected  poultry  supply  in  Table  5 


is  taken  from  the  USDA  and  shows  an 
overall  growth  rate  of  7  to  10 
percent.   Total  nominal  disposable 
personal  income  is  projected  to  grow 
at  7  percent  during  1988  and  1989, 
based  on  an  assumed  inflation  rate 
of  4  percent  and  real  income  growth 
of  3  percent. 


Hog  Price  Projections 

Usually  we  try  to  use  a  complete 
demand  model  to  project  prices.   In 
a  complete  model,  live  hog  prices  at 
Omaha  are  explained  by  pork  pro- 
duction, beef  production,  poultry 
production,  disposable  personal 
income,  and  quarterly  variation.   In 
the  last  newsletter,  we  also  added 
squared  poultry  production  to  the 
model.   This  variable  measured 
changes  in  the  rate  of  substitution 
between  poultry  and  pork,  and  its 
negative  sign  showed  that  consumers 
are  less  willing  to  substitute 
poultry  for  pork  as  poultry  supplies 
become  very  large .   In  other  words , 
consumers  may  have  reached  the  limit 
of  their  willingness  to  buy  more 
poultry  instead  of  pork.   This 
unwillingness  explains  some  of  the 
recent  strength  in  hog  prices. 

The  results  of  price  projections 
for  this  complete  model  are  reported 
in  Table  5,  but  the  projected  prices 
seem  to  fluctuate  too  wildly.   Pork 
production  and  seasonal  variation 
are  the  most  important  factors 
influencing  hog  prices,  explaining 
75  percent  of  price  variation.   We 
also  projected  prices  based  on  a 
simpler  model  with  only  pork  pro- 
duction and  quarterly  variation. 
These  projections  seem  more 
reasonable  and  are  as  follows: 


reasonable  and  are  as  follows ; 


Quarter 

Projected 

price,  $/cwt 

1988  II 

47 

III 

48 

IV 

41 

1989  I 

40 

II 

42 

What  Might  Change  These  Estimates? 

Producers'  plans  for  expansion 
as  stated  on  June  1  are  probably 
larger  than  those  that  will  be 
realized.   Although  expansion  has  a 
certain  momentum,  sharply  higher 
feed  prices  should  lead  to  a 
reduction  in  plans  to  farrow.   Our 
best  guess  is  that  prices  will 
recover  to  the  mid  $40s  in  1989  as  a 
result  of  forestalled  expansion. 


In  the  third  week  of  July,  live  hog 
futures  prices  are  just  about  the 
same  as  our  projected  prices,  except 
for  very  distant  contracts.   There 
is  unusual  uncertainty  about  future 
livestock  prices  now  because  of 
uncertainty  in  grain  markets . 
Producers  should  consider  selling 
1989  production  whenever  contracts 
exceed  $50.   Such  prices  are 
profitable  even  at  current  high  feed 
costs  and  are  unlikely  to 
materialize  in  the  cash  market. 

Issued  by  Lauriair  J .  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 
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Table  1.   Hogs  and  Pigs  in  10  Key  States,  June  1,  1987 


Ratio  of 

1988  to 

1987 

1988 

1987^ 

percent 

. . thousand 

head. . 

Inventory 

All  hogs  and  pigs 

108 

44 , 040 

40,880 

Kept  for  breeding 

106 

5,625 

5,325 

Kept  for  market 

108 

38,415 

35,555 

Market  hops,  bv  weight 

Under  60  pounds 

106 

16,385 

15,385 

60-119 

109 

9,510 

8,750 

120-179 

109 

7,010 

6,435 

180  and  over 

111 

5,510 

4,985 

Sows  farrowing 

March -May^ 

109 

2,552 

2,352 

June -August^ 
September -November^ 


Pig  crop 
December- February 


107 


19,968 


18,601 


Pigs  saved  per  litter 
December -February  99 


pigs  per  sow 
7.82         7.91 


^  Intentions. 


Revised. 


Table  2 .   Market  Hogs  Weighing  60  to  179  Pounds  on  June  1  and 
Commercial  Slaughter  in  the  Calendar  Quarter  from 
July  through  September. 


Year 


Hogs 
(60-179 
pounds) 


Commercial 
Slaughter 


Ratio 


1975 

12,993 

1976 

14,305 

1977 

14,310 

1978 

14,990 

1979 

17,325 

1980 

17,727 

1981 

16,525 

1982 

15,354 

1983 

16,279 

1984 

15,255 

1985 

15,445 

1986 

14,605 

1987 

15,615 

1988^ 

16,520 

15,307 

1.178 

17,986 

1.257 

18,293 

1.278 

18,548 

1.237 

22,076 

1.274 

22,163 

1.250 

21,280 

1.288 

18,940 

1.234 

21,292 

1.308 

19,493 

1.278 

20,558 

1.331 

18,573 

1.272 

19,393 

1.241 

21,173 

1.282^ 

Projected. 


Three  year  mean. 


Table  3.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter, 
with  7 -Month  Lag  in  the  10  States  (thousand  head) 


Sows 

Pig 

Comm. 

Year 

far. 

crop 

Ratio 

Year 

si.     Ratio 

December 

-February 

Julv- September 

1984- 

85 

1,935 

14,538 

7.51 

1985 

20,558   1.414 

1985- 

86 

1,940 

14,880 

7.67 

1986 

18,573   1.248 

1986- 

87 

1,957 

15,156 

7.74 

1987 

19,025   1.225 

1987- 

88 

2,030 

15,765 

7.77 

1988 

20,589^  1.306^ 

March 

-Mav 

October -December 

1985 

2,420 

18,762 

7.75 

1985 

21,699   1.155 

1986 

2,161 

16,878 

7.81 

1986 

20,271   1.201 

1987 

2,337 

18,485 

7.91 

1987 

22,860   1.237 

1988 

2,552 

19,968 

7.82 

1988 

23,922^  1.198^ 

June -August 

January -March 

1985 

2,191 

16,941 

7.73 

1986 

20,347   1.201 

1986 

2,034 

15,853 

7.79 

1987 

19,938   1.258 

1987 

2,262 

17,520 

7.75 

1988 

21,043^  1.201 

1988 

2,393 

18,546 

7.75 

1989 

22,626^   1,220^ 

September-November 

April -June 

1985 

2,265 

17,225 

7.60 

1986 

20,313   1.179 

1986 

2,150 

16,729 

7.78 

1987 

18,901   1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,721^  1.184 

1988 

2,401 

18,608 

7.75 

1989 

21,660^  1.164^ 

^  Projected. 

"  Three-year  mean. 
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BEEF  SUPPLY  MAY  BE  UP  SLIGHTLY  IN  LATE  1988 
August,  1988  Laiirian  J.  Unnevehr 


Summary 

During  the  first  half  of  1988, 
beef  producers  have  enjoyed  high 
prices  arising  from  reduced 
slaughter  and  strong  demand. 
Slaughter  during  the  first  half  of 
1988  was  down  2  percent  compared  to 
1987,  but  beef  production  was  just 
about  equal  to  last  year  due  to 
higher  slaughter  weights.   Actual 
slaughter  was  very  close  to  our 
projections  in  the  February  news- 
letter, but  actual  prices  were 
higher  than  our  predictions.   Live 
steers  at  Omaha  averaged  $70  per 
hundredweight  during  the  first 
quarter  of  1988  and  $74  during  the 
second  quarter.   Demand  for  beef  is 
stronger  than  at  any  time  during  the 
1980s. 

The  Cattle  inventory  for  July  1 
showed  a  continued  decline  in  the 
number  of  cattle,  and  the  smallest 
mid-year  inventory  since  estimates 
started  in  1973.   The  108  million 
head  of  cattle  were  down  1  percent 
from  1987.   Beef  replacement  heifers 
and  the  calf  crop  were  equal  to  last 
year ' s  numbers ,  an  indication  that 
very  slight  expansion  of  the  herd  is 
underway.   This  turnaround  from  the 
past  nine  years  of  herd  liquidation 
is  likely  to  be  halted  by  this 
summer ' s  drought . 


Because  of  uncertainty  arising 
from  the  drought,  we  made  two  pro- 
jections of  supply  for  the  second 
half  of  the  year.   Our  most 
optimistic  production  estimate  is 
based  on  the  assumption  that  the 
drought  will  have  little  effect.   In 
that  case,  production  would  be  down 
3  percent  in  the  third  quarter  and 
down  4  percent  in  the  last  quarter 
of  1988.   If  the  drought  leads  to  a 
substantial  increase  in  cow  and 
nonfed  steer  and  heifer  slaughter, 
then  our  most  pessimistic  projection 
is  that  supply  will  be  up  2  percent 
in  the  third  quarter  and  equal  to 
last  year  in  the  last  quarter  of 
1988. 

In  addition  to  uncertainty 

about  supply,  there  is  also  some 

uncertainty  about  how  long  the 

current  strength  in  demand  will 

last.   Our  guess  is  that  it  is 

related  to  the  strength  in  the 

overall  economy  and  will  therefore 

last  at  least  through  the  end  of 

this  year.   If  so,  then  live  steer 

prices  will  average  no  less  than  $63 

per  hundredweight  in  the  third 

quarter  and  rebound  to  the  $68  level 

in  the  last  quarter  of  1988.  Any 

herd  liquidation  that  does  take 

place  is  likely  to  be  confined  to 

this  year,  which  will  lead  to  even 

tighter  beef  supplies  and  higher 

prices  in  1989. 

AGRICULTURE  LIBRAE/ 


STATE  •  COUNTY  •  LOCAL  GROUPS  •  U.S.  DEPARTMENT  OF  AGRICUL^)(0?p  ^Opi^g^TNG 
Tlie  Illinois  Cooperative  Service  provides  equal  opportunities  in  programs  and  employment. 


In  the  first  week  of  August, 
live  cattle  futures  prices  are  Just 
about  equal  to  our  projections  for 
the  rest  of  1988,  and  somewhat  below 
our  expectations  for  1989.   There  is 
unusual  uncertainty  in  grain  and 
livestock  markets  now  due  to  the 
drought.   Although  futures  prices 
probably  do  not  offer  outstanding 
pricing  opportunities,  prudent 
producers  may  wish  to  hedge  pro- 
duction if  a  profitable  price  is 
offered. 


USDA  Reports  and  Supply  Projections 

The  Cattle  inventory  released 
on  July  29  showed  a  total  of  almost 
108  million  head  in  the  United 
States  on  July  1,  1988,  down  1 
percent  from  1987  (Table  1) .   (The 
USDA  conducted  the  mid-year 
inventory  on  June  1  in  1987 ,  but 
then  returned  to  the  July  1  survey 
date  this  year.)   Because  most  of 
the  calf  crop  is  born  in  the  spring, 
this  report  includes  a  projection  of 
the  total  1988  calf  crop.   The  1988 
calf  crop  of  40.2  million  calves 
will  be  about  equal  to  last  year's 
crop.   The  breeding  herd  (cows  and 
bulls)  was  down  1  percent.   Heifers 
going  to  beef  cow  replacement  were 
just  equal  to  last  year.   This 
indicates  that  the  beef  breeding 
herd  has  stabilized,  and  may  even  be 
increasing  slightly. 


the  second  half  of  1988  would  be 
down  3  percent.   If  slaughter 
weights  decline  from  their  current 
high  levels  (See  Table  2)  because  of 
higher  feed  costs,  then  total  beef 
production  will  be  down  even  more . 
However,  the  drought  is  likely  to 
cause  some  increase  in  the  slaughter 
of  cows  and  nonfed  steers  and 
heifers.  If  we  assume  that  the  very 
high  proportion  of  steers  and 
heifers  slaughtered  during  1987  is 
repeated  in  the  second  half  of  1988, 
and  if  we  assume  that  cow  slaughter 
rates  return  to  the  high  levels  of 
1986,  then  we  project  slaughter  and 
production  will  be  up  2  percent  in 
the  summer  of  1988.   Our  high  and 
low  projections  of  supply  are 
summarized  below: 


Quarter 
of  1988 

High  Estimate 
Beef        %  change 
production   from  1987 

III 
IV 

Quarter 
of  1988 

6,203         +2 
5,861         +  0 

Low  Estimate 
Beef        %  change 
production   from  1987 

III 
IV 

5,882 
5,628 

-  3 

-  4 

The  number  of  "other"  heifers 
going  to  slaughter  during  the  second 
half  of  1988  was  down  4  percent. 
Steers  over  500  pounds  contribute  to 
slaughter  supply  during  the  second 
half  of  the  year,  and  these  animals 
were  down  2  percent  from  1987.   The 
total  slaughter  supply  for  the 
second  half  of  1988  is  down  3 
percent. 

Normally  the  slaughter  supply 
would  indicate  that  slaughter  for 


Beef  Demand  and  Price  Projections 

The  demand  model  Is  based  on 
quarterly  data  from  1980  through 
1987.   Beef  prices  are  explained  by 
beef  production,  pork  production, 
poultry  production,  disposable 
personal  income ,  and  seasonal 
variation.   However,  the  single 
biggest  determinant  of  the  beef 
price  is  beef  supply. 


During  the  first  two  quarters 
of  1988,  this  model  underestimated 
the  wholesale  beef  price  by  9  to  10 
percent.   This  means  that  consumers 
are  willing  to  pay  more  for  a  given 
amount  of  beef  than  they  were  during 
earlier  years  in  the  1980s.   This 
strength  in  beef  demand  probably 
reflects  the  overall  strength  in  the 
economy,  as  reflected  in  low 
unemployment  and  broadbased  growth. 
If  so,  then  this  strength  in  demand 
could  easily  continue  through  the 
end  of  1988. 

Table  3  shows  price  projections 
based  on  the  high  estimate  of  beef 
production,  which  is  more  likely  to 
materialize  than  the  low  estimate. 
The  projections  of  wholesale  beef 
prices  of  $0.90  to  $0.94  per  pound 
are  probably  too  low.   If  demand 
remains  strong,  then  our  best  guess 
cattle  price  projections  are: 


Quarter 
1988 


Cattle  price 
$  per  cwt./live 


easily  rebound  to  $70  during  the 
fall.   As  most  additional  herd 
liquidation  would  be  confined  to 
this  year,  beef  supply  is  likely  to 
be  down  next  year  and  prices  should 
be  even  higher. 

The  futures  prices  for  live 
cattle  in  early  August  are  about  at 
the  level  of  our  best  projections 
for  the  rest  of  1988.   Futures 
prices  for  1989  are  in  the  low  $70s. 
It  is  likely  that  cash  prices  will 
be  at  least  that  high.  Although 
futures  prices  probably  do  not  offer 
outstanding  pricing  opportunities, 
prudent  producers  may  wish  to  hedge 
production  if  a  profitable  price  is 
offered  because  markets  are 
unusually  uncertain  now. 

Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 


III 
IV 


63.- 
68.- 


Unusual  Uncertainty  in  Markets  Now 

Obviously,  the  drought  has 
caused  considerable  uncertainty  in 
grain  and  livestock  markets.   The 
cattle  market  is  particularly 
xincertain  because  changes  in  cow 
slaughter  can  have  a  big  impact  on 
marketed  supply.   There  will  likely 
be  increased  slaughter  in  the  second 
half  of  1988,  and  supply  may  be  up 
by  as  much  as  2  percent  in  the 
summer  quarter.   However,  beef 
demand  is  currently  strong  so  that 
the  market  is  absorbing  beef  supply 
at  high  prices.   Cattle  prices  are 
not  likely  to  be  much  below  a  $63 
average  during  the  summer,  and  could 
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HOG  REPORT  SHOVS  PRODUCERS  COT  EXPANSION  PLANS 
October,  1988  Laurian  J.  Uimevehr 


Stunmary 

The  USDA  Hogs  and  Pips  report 
shows  that  the  September  1  inventory 
is  up  5  percent  and  that  the  summer 
pig  crop  was  up  2  percent.   In- 
tentions to  farrow  for  the  next  6 
months  are  only  up  between  2  and  4 
percent.   The  pig  crop  and  in- 
tentions to  farrow  are  substantially 
smaller  than  those  reported  on  June 
1.   Hog  producers  have  responded 
quickly  to  higher  feed  prices  by 
cutting  back  plans  to  expand  and 
production  in  1989  should  not  be 
much  larger  than  it  was  in  1988. 
This  retrenchment  means  that  hog 
prices  should  recover  from  their 
current  low  levels  to  the  raid-$40s 
by  next  spring. 

It  appears  that  the  bulk  of  the 
expansion  in  pork  production  is 
behind  us.   Pork  production  was  up 
12  percent  in  both  the  spring  and 
summer  quarters  of  1988.   Prices  for 
live  hogs  at  Omaha  averaged  $44  per 
hundredweight  in  the  summer.   Supply 
continues  to  grow  in  the  last 
quarter  of  1988,  and  prices  are  at 
their  seasonal  low.   Hog  prices  have 
dipped  below  $40  during  the  last  few 
weeks .   The  September  report  shows 
that  a  substantial  number  of  heavy 
hogs  are  coming  to  market  in  this 


fall.   Prices  should  continue  to 
range  between  $39  and  $41  for  the 
remainder  of  the  quarter. 

But  prices  should  rebound  as 
production  stabilizes  in  1989.   The 
smaller  summer  pig  crop  and  in- 
tentions to  farrow  mean  that  pork 
production  will  probably  be  only  1 
percent  larger  in  the  first  quarter 
of  1989,  and  about  equal  to  that  of 
last  year  in  the  spring  and  summer 
of  1989.   Based  on  these  production 
estimates,  live  hog  prices  should 
average  about  $42  in  early  1989 ,  $46 
in  the  spring,  and  at  least  $45  next 
summer.   Before  the  report  was 
released,  futures  prices  for  live 
hogs  were  about  in  this  range , 
except  for  svunmer  1989  contracts, 
which  had  higher  prices  than  our 
projections.   After  the  report  was 
released,  prices  for  most  contracts 
declined  sharply.   The  cutback  in 
expansion  plans  in  the  report  was 
smaller  than  the  market  expected. 
Unless  futures  prices  recover  to 
prereport  levels,  they  will  not 
offer  good  pricing  opportunities. 


Results  of  the  Hogs  and  Pigs  Survey 

The  September  1  USDA  Hogs  and 
Pigs  report  for  the  IQfyajagBUu*^'  ;  iCrtr.*;; 
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producing  states  showed  a  total 
inventory  of  45.0  million  head,  up  5 
percent  from  last  year  (Table  1). 
The  breeding  herd  is  up  only  3 
percent,  indicating  that  the  ex- 
pansion is  slowing.   Market  hogs 
were  up  5  percent,  but  categories 
for  heavy  hogs  were  up  more .   Heavy 
hogs  between  60  and  180  pounds 
represent  market  supply  in  the 
coming  quarter,  and  these  hogs  were 
up  6  percent. 

Farrowings  by  2 . 3  million  sows 
in  the  June -August  quarter  were  up  4 
percent  over  farrowings  last  year, 
and  they  were  below  stated 
intentions  in  the  June  1  report . 
These  farrowings  produced  a  pig  crop 
of  nearly  17.9  million  head,  up  only 
2  percent.   The  number  of  pigs  saved 
per  litter,  7.63,  is  smaller  than 
last  year's  number  of  7.75.   The 
expansion  of  hog  production  has 
brought  less  efficient  producers 
into  the  industry,  and  the  hot 
summer  contributed  to  death  loss. 

Producers  stated  intentions  to 
farrow  2.3  million  hogs  in  the 
September-November  quarter  of  1988 
are  lower  than  intentions  stated  on 
June  1 .   These  intentions  would  be 
up  4  percent  over  last  fall's 
farrowings.   Producers  first  state- 
ment of  intentions  for  the  December- 
February  quarter  of  1988-89  is  to 
farrow  2.1  million  sows,  up  only  2 
percent  from  the  figure  for  this 
quarter  of  1987-88. 


Pork  Production  Projections 

Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  7 
months  previous .   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 


September  1,  there  were  18.1  million 
head  in  this  weight  category  (Table 
2) .   This  inventory  indicates  a 
slaughter  24.1  million  head  in  the 
last  quarter  of  1988.   Another 
indicator  of  production  in  fall  1988 
is  the  spring  pig  crop.   This  crop 
of  almost  20  million  pigs  indicates 
an  October-December  commercial 
slaughter  of  23.9  million  head 
(Table  3) .   An  average  of  the  two 
estimates  is  used  to  project 
slaughter  and  production  in  the  fall 
quarter  of  1988  (see  Table  4). 

The  June-August  pig  crop  is  an 
indicator  of  what  slaughter  will  be 
in  the  first  quarter  of  1989.   The 
recent  summer  pig  crop  should  yield 
a  winter  commercial  slaughter  of 
21.8  million  head  (Table  3). 
Intentions  to  farrow  for  September 
through  February  give  some  indi- 
cation of  what  supply  will  be  in  the 
spring  and  summer  of  1989.   Intended 
farrowings  for  the  September - 
November  quarter  of  1988  should 
yield  a  pig  crop  of  18.1  million, 
and  a  commercial  slaughter  of  21.1 
million  head  in  the  April-June 
quarter  of  1989  (Table  3). 
Producers'  intentions  to  farrow  2.1 
million  sows  in  winter  quarter  of 
1988-89  would  lead  to  a  slaughter  of 
21.6  million  head  in  the  summer  of 
1989  (Table  3). 

Average  slaughter  weights  were 
higher  in  1986  and  1987  than  they 
were  in  past  years  (Table  4) .   They 
were  abnormally  high  during  the 
recent  spring  and  summer  of  1988  and 
are  assumed  to  stay  at  relatively 
high  levels.   Slaughter,  pork  pro- 
duction, and  dressed  weight  esti- 
mates for  1988  and  early  1989  are 
summarized  in  Table  4. 

The  relationship  of  projected 
production  to  the  previous  year's 
production  is: 


Percent  change 

in 

production 

Quarter 

over 

previous  year 

1988 

II 

+12 

III 

+12 

IV 

+5 

1989 

I 

+1 

II 

+0 

III 

+0 

Increases  in  production  for  1989  are 
smaller  than  those  predicted  from 
the  June  report. 


prices.   In  a  complete  model,  live 
hog  prices  at  Omaha  are  explained  by 
pork  production,  beef  production, 
poultry  production,  disposable 
personal  income,  and  quarterly  vari- 
ation.  This  model  has  done  a  good 
job  of  predicting  prices  during  the 
spring  and  summer  of  1988  (Table  5). 
However,  the  complete  model  has  not 
always  been  a  good  predictor  of  hog 
prices.   Therefore  it  is  useful  to 
compare  the  results  from  the  com- 
plete model  with  the  the  results 
from  a  simpler  model  that  includes 
only  pork  production  and  quarterly 
variation. 


Other  Factors  Influencing  Prices 


Price  projections  from  the  two 
models  are  as  follows: 


Supplies  of  beef  and  poultry 
compete  with  pork  for  the  consumer's 
dollar.   Cattle  slaughter  declined 
in  the  second  half  of  1988,  but  then 
it  increased  slightly  in  the  summer 
of  1988  in  response  to  the  drought. 
Beef  production  should  be  up  2  per- 
cent for  the  summer  of  1988,  and  at 
the  end  of  1988,  it  should  be  about 
equal  to  beef  production  at  the  end 
of  1987.  For  1989  we  project  that 
beef  supply  will  decline  slightly  by 
two  percent,  because  of  the  smaller 
inventory  available  for  slaughter 
(Table  5).   The  projected  supply  of 
poultry  taken  from  USDA  reports 
shows  a  continued  steady  gain. 

Demand  for  meat  is  also 
determined  by  consumer  income. 
Total  nominal  disposable  personal 
income  is  projected  to  grow  at  7 
percent  during  1988  and  1989,  based 
on  an  assumed  inflation  rate  of  4 
percent  and  real  income  growth  of  3 
percent. 


Hog  Price  Projections 

Usually,  we  try  to  use  a 
complete  demand  model  to  project 


Projected  price   Pork 
$/cwt        only 
Quarter   complete  model model 


1988   IV 


37 


40 


1989 

I 

42 

43 

II 

45 

47 

III 

52 

45 

The  two  price  projections  give 
the  probable  range  for  actual 
prices.   The  two  sets  of  estimates 
agree  on  the  direction  of  the  price 
recovery  during  1989,  but  the 
complete  model  shows  wider  price 
swings . 


What  Might  Change  These  Estimates? 

Where  grain  prices  will  settle 
for  the  coming  year  is  now  starting 
to  be  clear.   Producers'  modest 
plans  for  expansion  as  started  on 
September  1  should  be  close  to  what 
actually  materializes.   However,  if 
there  is  a  postharvest  grain-price 
rally,  then  expansion  plans  may  be 
cut  further.   Conversely, 
expectations  of  lower  grain  prices 


next  year  may  spark  slightly  more 
expansion  during  this  coming  winter. 

The  prospects  appear  quite 
favorable  for  a  recovery  of  hog 
prices  now  that  the  seasonal  lows  of 
this  current  fall  quarter  have  been 
posted.   Hog  producers  should  enjoy 
prices  in  the  mid-$40s  by  the  spring 
of  1988.   The  real  question  is 
whether  prices  will  be  as  high  as 
$50  next  summer.   It  seems  unlikely 
that  prices  that  high  will  actually 
materialize  for  an  entire  quarter. 

Just  before  the  report  on 
September  1,  futures  prices  for  live 
hogs  matched  our  projections  fairly 
well.   They  offered  prices  of  around 
$49  for  next  summer.   After  the 
report,  prices  for  most  contracts 
declined  sharply.   The  market 
expected  less  expansion  than  that 
which  appeared  in  the  report.   If 
the  market  returns  to  prereport 
price  levels,  particularly  for 
summer  1989  contracts,  producers 
might  be  well  advised  to  sell  hogs. 
These  price  levels  offer  good  profit 
opportunities,  even  if  high  feed 
prices  continue. 


Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  September  1,  1987 


Ratio  of 
1988  to 
1987 


1988 


1987"^ 


percent 


. .thousand  head. . 


Inventory 


All  hogs  and  pigs 
Kept  for  breeding 
Kept  for  market 

105 
103 
105 

45,070 

5,470 

39,600 

43,075 

5,300 

37,775 

Market  hops,  bv  weipht 

Under  60  pounds 

60-119 

120-179 

180  and  over 

102 
107 
106 
108 

15,160 
9,900 
8,245 
6,295 

14,870 
9,265 
7,805 
5,835 

Sows  farrowing 

June -August 
September -November^ 
December - February^ 

104 
104 
102 

2,343 
2,345 
2,136 

2,257 
2,259 
2,103 

Pig  crop 

June -August 

102 

17,877 

17,481 

Pips  saved  per  litter 

pigs  per 

sow 

June -August 

98 

7.63 

7.75 

^  Intentions . 

^  Revised. 

Table  2.   Market  Hogs  Weighing  60  to  179  Pounds  on 
September  1  and  Commercial  Slaughter  in 
the  October -December  Quarter,  1974  to  1988 


Year 

Hogs 
(60-179 
pounds ) 

Commercial 
slaughter 

Ratio 

. . thousand  head. . 

1974 

18,446 

20,893 

1.133 

1975 

14,511 

16,813 

1.159 

1976 

17,181 

21,547 

1.254 

1977 

16,801 

20,486 

1.219 

1978 

16,596 

20,305 

1.223 

1979 

19,565 

25,231 

1.290 

1980 

19,899 

24,635 

1.238 

1981 

18,451 

24,024 

1.302 

1982 

16,302 

20,825 

1.277 

1983 

18,500 

24,337 

1.316 

1984 

17,644 

22,741 

1.334 

1985 

16,226 

21,699 

1.337 

1986 

15,795 

20,271 

1.283 

1987 

16,755 

22,860 

1.364 

1988 

18,145 

24,097^ 

1.328^ 

Projected. 


Three -year  mean. 


Table  3.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter, 
with  7-Month  Lag  in  the  10  States,  1985  to  1988 


Sows 

Pig 

Comm. 

Year 

far. 

crop 

Ratio 

Year 

si.     Ratio 

December 

-February 

Julv- September 

1984- 

85 

1,935 

14,538 

7.51 

1985 

20,558   1.414 

1985- 

86 

1,940 

14,880 

7.67 

1986 

18,573   1.248 

1986- 

87 

1,957 

15,156 

7.74 

1987 

19,025   1.225 

1987- 

88 

2,030 

15,765 

7.77 

1988 

20,928^  1.327^ 

1988- 

89 

2,136 

16,533 

7.74 

1989 

21,592^  1.306^ 

March 

-Mav 

October -December 

1985 

2,420 

18,762 

7.75 

1985 

21,699   1.155 

1986 

2,161 

16,878 

7.81 

1986 

20,271   1.201 

1987 

2,337 

18,485 

7.91 

1987 

22,860   1.237 

1988 

2,552 

19,968 

7.82 

1988 

23,922^  1.198^ 

June -August 

Januarv-March 

1985 

2,191 

16,941 

7.73 

1986 

20,347   1.201 

1986 

2,034 

15,853 

7.79 

1987 

19,938   1.258 

1987 

2,262 

17,520 

7.75 

1988 

21,043   1.201 

1988 

2,343 

17,877 

7.63 

1989 

21,810^  1.220^ 

September -November 

April -June 

1985 

2,265 

17,225 

7.60 

1986 

20,313   1.179 

1986 

2,150 

16,729 

7.78 

1987 

18,901   1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,868   1.193 

1988 

2,345 

18,103 

7.72 

1989 

21,126^  1.167^ 

^  Projected. 

^  Three-year  mean. 


CO 

o 


CO 

o 


<u 


c 

t_ 

O) 

D 

0) 

o 

o 

Q. 

-C 

a. 

c 
o 

^ 

1 

*-« 

u 

o 

u 

o 

L- 

3 

a. 

a 

X) 

«» 

in 

r^ 

^ 

o. 

^ 

o 

o 

CM 

CJ 

to 

^ 

o> 

r~ 

>o 

^" 

<u 

O)          1 

O 

CO 

ro 

(^ 

<o 

CJ 

CO 

o 

F 

D    1 

« 

« 

* 

* 

* 

* 

F 

IS    1 

-» 

o 

•* 

rj 

«- 

o 

o 

rj 

(M 

<M 

OJ 

IM 

CM 

CJ 

T3 

C 
D 
O 


T3 

C 


T3 

C 
D 
O 

a 

c 
o 


u 

3 

•o 

o 


o 

a. 


■o 
a 
41 


■o 

c 
a 


01 

Si 

e 
<u 

a 


(A 

■a 

c  c.  O) 
3  01  o 
o     Q.  f 


c 
o 


o    u 

L.      3 

a  -D 


4> 

O) 

e 

3 

E 

a 

o 

-rf 

u 

<A 

(A 

■a 

c 

t. 

O) 

3 

<u 

O 

O 

a 

j: 

a. 

C 
o 

^ 

1 

♦J 

L. 

o 

u 

o 

c 

3 

a. 

a 

T3 

3 
O 


o> 

3 
ID 


O  tJ 

I.  £ 

4>  D) 

E  3 

e  a 

o  -■ 

U  Vt 


4) 

E 
E 

o 
u 


01 
SI 


(A 

■o 

c 

3      1- 
O      0> 

o.    a 


o    u 

1-      3 
Q.    TJ 


0  *» 
1-  f 

01  O) 
E  3 
E  <S 
O  — 


t^         h-         r>- 


CO 


CO 


o. 
to 

^0 


CO 

o 


t^ 
in 


CO 
to 


^  vO 

•o         o 


CO 


nj 


o 
1^ 


CM 


to 


>» 
f^ 


CO 


3     0> 

-* 

>!■ 

CM 

I^ 

^ 

o 

o 

3      to 

»» 

in 

in 

to 

CO 

o. 

o 

5      CM 

-o 

to 

in 

CM 

to 

r^ 

CO 

• 

o 

o 

CM 

to 

CO 

N» 

o> 

»■ 

CM 

o> 

CM 

•* 

a 

to 

to 

CM 

CM 

r^ 

O- 

to 

o> 

in 

to 

to 

in 

o>         «-         «- 


CM 


•-  (M 


^  CM 


^  •-  CM 


m 

1^ 


^0 


(D 


o> 

o 

•« 

o 

^ 

N- 

in 

>o 

CO 

r^ 

in 

CM 

h- 

>t 

«o 

CM 

CM 

«~ 

CO 

in 

r^ 
« 

<o 

r^ 

in 

to 

r^ 

» 

r^ 

o  «-  «- 


CO 

to 

^ 

CO 

o 

to 

^- 

o 

<o 

(M 

to 

to 

o> 

CO 

*" 

^_ 

o 

CO 

o 

^ 

CM 

CM 

»- 

CM 

CM 

to 

o 


o 


to 


CM  •- 


CO 


t>- 

lO 

1^ 


to 
1^ 


CO 

to 


in 

1^ 


to 

•a 


CO 

1^ 


in 


a 


t^        o. 
CO         to 

t^  CO 


•-  •-  o 


to 

CO 


to 


CO 
to 


a 
o.         o 
to         •- 
to         CO 


•-         o 


•-         o 


o>         •-         "- 


,« 

CM 

to 

^ 

in 

-o 

r>- 

CO 

o. 

CO 

CO 

CO 

CO 

CO 

CO 

co 

CO 

CO 

o- 

c^ 

o> 

o 

o> 

•- 

c^ 

c^ 

o- 

■o 

01 

u 

01 

■^ 

o 

c 
a. 

a 


_  <u 

m  u 

zs  — 

4->  I- 

u  a 

< 


J2 

_f 

<0 

(D 

U) 

c 

o 

o 

o  — 

—  3 

*-■  O 

u  a. 


o 


Ol 

(A  01 

I-  2 

ID  "O 

— •  01 

— '  L. 

O  TJ 

■a  c 


Q. 


oo    «-    >o    l«1 
~»    ~»    >»    rj 


CM     lO     ^ 

Ki    ro    •- 


M   r^   "-   to 
^.  n3-    ^o    m 


GO     <0     O     Kl 
lO     CM     -*     >0 


0>     00     ^ 

^    m    in 


h-  (\i  00  rvj 

•-  c\j  M  -o 

o  o  o  o 

ro  ro  ro  ro 


C\J  N  00  ^ 
m  r^  lA  r^ 
C^    lO    in    >» 


o    ro    N    oo 


St    ra    hO    »- 


00     oo     >f     (NJ 

^    o    .-    t-. 


to    ^o    o-    ro 
>»    in    in    ^ 


rj    o>    r>j    rj 
i\j    fo    rj    in 


•O    K-    N-    ^ 
•«»    in    m    ^ 


■O    •-    ~»    >»■ 

(sj    ro    o>    oo 


ro    to    r<i    to 


o  r^  in  rsj 

o  r-  o  K 

^  N.  o  o> 

>»  s»  in  ^ 


00    >»    «» 
^o    o    r>i 


>o    o    <o 

00     00     o 


>»    in    N» 
>»    ^    ^ 


oo 


o.    o 


o    -o    nj    'O 
^    -4-    -*    lO 


«-  >o  c\j  «- 

m  in  f\j  ■— 

Od  r>j  to  to 

to  to  to  to 


in  o  o  o 

to  m  00  ^^ 

00  «-  <M  o 

■^  in  in  m 


oo    «* 


«-    m    c\j 
«*    -»    m 


«-  >0  in 
00  CO  in 
to    to    in 


<o  oo  in 

s-  O  N» 

o  >*  in 

in  in  in 


3 

O 

a 

o> 

r- 

in 

m 

>o 

N. 

to 

rj 

<o 

■* 

to 

«- 

N 

o 

o. 

>o 

vt 

t- 

(M 

in 

to 

■o 

in 

o> 

CO 

o 

■o 

CO 

*— 

1^. 

c 

t- 

<M 

C\J 

O- 

f». 

1^ 

o 

00 

•o 

f>. 

PU 

00 

in 

<o 

o 

o 

« 

« 

* 

* 

» 

• 

» 

• 

«. 

» 

• 

* 

« 

• 

"• 

in    ^    >0    in 


in  r-  t**  ^ 

>o  >o  to  «- 

in  in  c\j  >o 

to  to  to  to 


m    in    ^    m 


o  in  >*  in 

>»  (\j  CO  ^O 

in  to  to  o 

to  to  to  >* 


in    in    >0    in 


r>-  -o  o  «» 
oo  CM  o-  N- 
r«-   s-   t^   CM 


O  CO  o 

to  •-  o 

00  N-  00 

to  to  to 


u    u 

—   > 


00 


oo 


CO 

oo 
» 


u 

00 


o 

o 


>o 


+    o 


3 

o 

t. 

a. 

01 
4-* 

CM 

C- 

K 

01 

in 

3 

o 
■ 

O 

(0 
in 

H- 

t^ 

01 

• 

0) 

t^ 

•  ■ 

OD 

c 

1 

o 

o 

3 

• 

t- 

a- 

01 

ti 

+ 

4-* 

I. 

TJ 

c 

a 

C 

o 

3 

01 

•p- 

O 

E 

*-t 

0) 

u 

O. 

■a 

3 

O 

■D 

in 

vt 

O 

ro 

.,- 

L. 

• 

j: 

a. 

o 

*> 

^ 

, 

E 

L. 

O 

o 

01 

t- 

a. 

E 

•*- 

o 

^- 

u 

» 

«— 

c 

01 

to 

■-t 

3 

o 

^ 

■ 

t>. 

01 

r^ 

> 

1 

o 
o 

TJ 

^x 

■ 

V 

CM 

3 
01 


01 


■D 
C 
01 


■n 

01 

*j 
u 
01 
Q. 


TJ 

01 

L. 

a. 

01 

I. 


u 

01 


00  0) 

CM      1- 

o  ■ 

II       3  — 

O"  — 

01  m  —• 
u 

•-    >>  t- 

C      I-  0> 

Q.    *•»  *J 


Ol 

o 


01 
TJ 

0)  TI 

>4-  0) 


H-  O 


u.\ 


ces 


Cooperative 

Extension 

Service 


ILivestock 

Prices  and  Markets 


Department  of  Agricultural  Economics  •  College  of  Agriculture  •  University  of  Illinois  at  Urbana-Qiampaign 


QUALITY  AND  CONVENIENCE,  NOT  HEALTH,  SEEN  AS 
DETERMINANTS  OF  CHANGE  IN  MEAT  DEMAND 


December,  1988 


Laurian  Unnevehr 


Low  real  prices  for  both  beef 
and  pork  in  the  1980s,  as  well  as 
low  profits  in  the  livestock 
industry,  have  led  to  concern  about 
a  decline  in  demand  for  meat. 
Frequently,  increased  consumer 
concern  about  cholesterol  is  blamed 
for  a  change  in  consumer  demand  for 
beef  and  pork.   As  a  result,  both 
beef  and  pork  producers  have  voted 
to  continue  the  checkoff  programs 
that  fund  advertising  and  promotion 
of  their  products.   Our  under- 
standing of  motivations  behind  the 
apparent  change  in  consumer  behavior 
is  still  incomplete,  but  recent 
research  at  the  University  of 
Illinois  has  shed  some  light  on  what 
consumers  want  in  meat  products . 

In  order  to  gain  insight  into 
the  causes  of  changing  demand  for 
meat,  researchers  at  the  University 
of  Illinois  decided  to  look  at 
demand  for  individual  meat  products . 
Most  meat  demand  research  in  the 
past  has  looked  at  total  beef,  pork, 
or  chicken,  rather  than  the 
individual  meat  products  obtained 
from  the  different  animals.   The 
University  of  Illinois  study  looked 
instead  at  demand  for  hamburger, 
beef  table  cuts ,  whole  chickens ,  and 
cut-up  chicken  parts.   Hamburger  and 
whole  birds  were  found  to  be 
inferior  goods ,  so  people  buy  less 


of  these  products  and  more  of  cut-up 
chicken  parts  and  table  cuts  of  beef 
as  their  income  grows. 

The  chicken  industry  has 
changed  the  nature  of  the  product 
sold  over  the  last  20  years.   The 
share  of  broiler  slaughter  marketed 
as  whole  birds  declined  from  74 
percent  in  1965  to  28  percent  in 
1985.   Cut-up  parts  and  processed 
chicken  products  increased  from  26 
percent  to  72  percent.   As  cut-up 
parts  are  preferred  to  whole  birds, 
this  shift  in  product  mix  should 
have  increased  overall  consumer 
demand  for  chicken. 

In  fact,  demand  for  chicken 
parts  has  grown  by  6.4  percent  every 
year  since  1965,  independent  of 
changes  in  prices  or  consumer 
incomes.   Demand  for  beef  table 
cuts,  however  has  declined  3.5 
percent  per  year  since  1974.   Demand 
for  wholee  birds  and  hamburger  has 
remained  stable.   In  other  words, 
demand  for  these  low- quality 
products  responds  to  changes  in 
prices  and  income  the  same  way  now 
as  in  1965. 


The  research  showed  that 
consumers  don't  make  the  choice 
between  "beef"  and  "chicke*>{p.at. 


the 
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looking  for  products  that  fill  a 
particular  need,  such  as  low  cost  or 
convenience .   Consumers  appear  to 
choose  low-quality  products,  such  as 
hamburger  or  whole  birds,  based  on 
their  cost.   Consumer  choice  between 
high-quality  meats,  such  as  steak  or 
cut-up  chicken  parts,  does  not 
reflect  prices.   The  substitution  of 
cut -up  chicken  parts  for  table  cuts 
of  beef  during  the  last  10  years 
reflects  an  increase  in  consumer 
preference  for  high-quality  chicken. 

If  health  were  the  motivation 
for  the  shift  from  beef  to  chicken 
in  the  last  10  years,  preference 
changes  should  have  been  observed  in 
all  products.   The  concentration  of 
preference  changes  in  high-quality 
products,  however,  suggests  that  the 
increased  convenience  of  cut -up 
chicken  products  was  also  a 
motivating  factor.   Increased  demand 
for  convenience  is  a  plausible 
explanation  for  the  growth  in  demand 
for  chicken  parts  because  the  value 
of  time  for  the  principal  meal 
preparer  has  increased  during  the 
last  25  years.   Between  1960  and 
1985,  the  proportion  of  women  who 
work  outside  the  home  increased  from 
35  percent  to  50  percent,  households 
headed  by  women  increased  from  18 
percent  to  28  percent,  and  single- 
person  households  increased  from  13 
percent  to  24  percent  of  all 
households .   Working  women  and 
single  person  households  need 
products  that  are  convenient  to 
prepare.   The  chicken  industry  has 
taken  advantage  of  increased  demand 
for  convenience  by  marketing  new 
cut-up  and  processed  chicken 
products . 

What  are  the  implications  of 
these  findings  for  the  response  of 
the  beef  and  pork  industries  to 
competition  from  chicken?   Any 
industry  facing  strong  competition 
can  respond  in  one  or  more  of  three 


ways:  (1)  reduce  costs  of  production 
to  stay  price  competitive,  (2) 
promote  the  product,  or  (3)  develop 
new  products.   The  above  research 
suggests  that  consumers  of  low- 
quality  meat  products  are  highly 
motivated  by  prices  and  that 
consumers  of  high-quality  products 
are  motivated  by  convenience  as  well 
as  health  concerns.   Therefore, 
promotion  efforts  based  only  on 
health  concerns  may  have  only  a 
limited  effect.   Lower  product 
prices  and  development  of  products 
that  meet  the  taste  and  convenience 
needs  of  the  changing  American 
consumer  must  be  part  of  any 
strategy  for  boosting  consumer 
demand  for  pork  and  beef. 


Prepared  by  Laurian  Unnevehr 
and  Jim  Eales 


Tssued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 
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PORK  PRODUCTION  TO  DECLINE  IN  1989 


January  1989 


Latirlan  J.   Unnevehr 


Summary 

The  December  1  Hogs  and  Pigs 

report  indicates  that  the  expansion 
in  pork  production  of  the  last  2 
years  has  come  to  an  end. 
Apparently  high  feed  costs  and  low 
hog  prices  discouraged  many 
producers .   Cutbacks  in  f arrowings 
aare  indicated.   Therefore 
substantial  cutbacks  in  pork 
production  can  be  expected  in  1989. 

The  total  inventory  on  December 
1  is  just  equal  to  that  of  last 
year,  and  the  breeding  herd  in  the 
10  states  is  down  4  percent.   More 
importantly,  the  fall  pig  crop  was 
dowwn  2  percent,  and  intentions  to 
farrow  over  the  next  6  months  are 
down  3  percent.   As  a  result, 
starting  in  the  spring  of  1989,  pork 
production  is  projected  to  be  below 
the  levels  of  the  previous  year. 

Lower  production  levels  should 
lead  to  higher  hog  prices  for  the 
remainder  of  the  year.   Live  hog 
prices  are  projected  to  average  $43 
per  hundredweight  in  this  current 
quarter,  to  rise  to  the  high  $40s  in 
the  spring,  to  remain  there  during 
the  summer,  and  to  decline  season- 
nally  to  around  $45  during  the  fall 
of  1989. 


The  last  quarter  of  1988  capped 
off  a  year  of  very  large  expansion 
in  pork  production.   A  preliminary 
estimate  indicates  that  pork  supply 
in  fall  1988  was  up  8  percent  over 
that  of  1987.   Hog  prices  probably 
hit  the  long  term  cycle  low  in 
November,  when  they  dipped  as  low  as 
$35  per  hundredweight  at  Omaha. 

These  low  hog  prices  were 
probably  fresh  in  the  minds  of  hog 
producers  when  surveyed  about 
intentions  on  December  1.   There- 
fore ,  the  cutbacks  in  f arrowings  may 
not  be  quite  as  large  as  stated  in 
the  report,  and  pricess  in  the  second 
half  of  1989  may  not  be  quite  as 
robust  as  the  above  projections. 
These  are  even  more  likely  if  feed- 
grain  prices  fall  during  1989. 

Futures  market  prices  rose  in 
response  to  the  unexpected  cutbacks 
in  the  report.   Prices  above  $48  for 
summer  contracts  and  above  $45  for 
fall  contracts  offer  good  pricing 
opportunities  for  producers. 


Results  of  the  Hogs  and  Pigs  Survey 

The  December  1  USDA  Hogs  and 
Pigs  report  for  the  10  major 
producing  states  showed  a  total 
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inventory  of  just  over  43.0  million 
head,  up  very  slightly  from  the 
inventory  last  year  (Table  1) .   The 
breeding  herd  is  down  4  percent, 
indicating  a  turnaround  from  the 
expansion  of  the  last  2  years. 
Market  hogs  were  up  1  percent,  and 
most  of  the  increase  was  con- 
centrated in  the  heavy  hogs .   Hogs 
between  60  and  180  pounds  represent 
market  supply  in  the  coming  quarter, 
and  these  were  up  3  to  4  percent. 

Farrowings  by  2.3  million  sows 
in  the  September-November  quarter 
were  just  about  equal  to  those  of 
last  year  and  close  to  intentions 
stated  in  the  September  1  report. 
But  only  7.61  pigs  were  saved  per 
litter,  down  2  percent  from  last 
year's  number  of  7.75.   Therefore, 
the  fall  pig  crop  of  17.2  million 
head  was  down  2  percent. 

Producers  stated  intentions  to 
farrow  2.1  million  hogs  from 
December  1988  through  February  1989. 
This  figure  is  about  the  same  as 
intentions  stated  on  September  1  and 
would  be  about  the  same  as  last 
winter's  farrowings.   Producers' 
first  statement  of  intentions  for 
the  March-May  quarter  of  1989  is  to 
farrow  2.4  million  sows,  which  would 
be  down  6  percent  from  1988. 


the  first  quarter  of  1989.   Another 
indicator  of  winter  1989  production 
is  the  summer  pig  crop.   The  USDA 
raised  its  estimate  of  this  crop 
since  the  September  report.   The 
revised  summer  pig  crop  of  18 
million  head  indicates  a  winter  1989 
commercial  slaughter  of  21.97 
million  head  (Table  3) .   An  average 
of  the  two  estimates  from  Table  2 
and  Table  3  is  used  to  project 
slaughter  and  production  figures  in 
the  first  quarter  of  1989  (see  Table 
4). 

The  September-November  pig  crop 
is  an  indicator  of  what  slaughter 
will  be  in  the  second  quarter  of 
1989.   The  recent  fall  pig  crop 
should  yield  a  spring  commercial 
slaughter  of  20.0  million  head 
(Table  3).   Intentions  to  farrow  for 
the  period  from  December  through  May 
give  some  indication  of  what  supply 
will  be  in  the  summer  and  fall  of 
1989 .   Intended  farrowings  for  the 
December  1988-February  1989  quarter 
should  yield  a  pig  crop  of  16.2 
million  and  a  conunercial  slaughter 
of  20.6  million  head  in  the  July- 
September  quarter  of  this  year 
(Table  3).   Producers'  intentions  to 
farrow  2.4  million  sows  in  spring 
1989  would  lead  to  a  slaughter  of 
22.9  million  head  in  the  fall  of 
1989  (Table  3). 


Pork  Production  Projections 

Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  coimnercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  7 
months  earlier.   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 
December  1,  there  were  17.6  million 
head  in  this  weight  category  (Table 
2) .   This  inventory  indicates  a 
slaughter  of  21.96  million  head  in 


Average  slaughter  weights  were 
higher  in  1987  and  1988  than  they 
were  in  past  years  (Table  4) . 
Weights  are  assumed  to  stay  at 
relatively  high  levels.   Slaughter, 
pork  production  and  dressed  weight 
estimates  for  1989  are  summarized 
in  Table  4. 

The  relationship  of  projected 
production  to  the  previous  year's 
production  is  as  follows: 


Percent 

change  in 

production  over  that 

Quarter 

of  the 

previous  year 

1988 

III 

+11 

IV 

+8 

1989 

I 

+3 

II 

-5 

III 

-3 

IV 

-8 

The  projected  decline  in  production 
starting  in  the  spring  of  1989 
represents  an  important  turning 
point.   The  expansion  of  the  last 
few  years  has  come  to  an  end. 


Other  Factors  Influencing  Prices 

Supplies  of  beef  and  poultry 
compete  with  pork  for  the  consumer's 
dollar.   For  1989,  we  project  that 
beef  supply  will  decline  slightly  by 
2  or  3  percent,  due  to  the  smaller 
inventory  available  for  slaughter 
(Table  5).   The  projected  supply  of 
poultry,  taken  from  USDA  reports, 
shows  a  continued  steady  gain 
although  at  a  lower  rate  than  in  the 
past  2  years. 

Demand  for  meat  is  also  deter- 
mined by  consumer  income.   Total 
nominal  disposable  personal  income 
is  projected  to  grow  at  7  percent 
during  1988  and  1989,  based  on  an 
assumed  inflation  rate  of  4  percent 
and  real  income  growth  of  3  percent . 


pork  production,  beef  production, 
poultry  production,  disposable 
personal  Income,  and  quarterly 
variation.   This  model  tended  to 
predict  prices  that  were  lower  than 
actual  prices  during  1988  (Table  5). 
Therefore,  it  is  useful  to  compare 
the  results  from  the  complete  model 
with  the  the  results  from  a  simpler 
model  that  includes  only  pork  pro- 
duction and  quarterly  variation. 
The  simpler  model  was  a  better 

predictor  of  actual  prices  during 

the  last  half  of  1988. 

Price  projections  from  the  two 
models  are  as  follows : 


Projected 

price 

Pork- 

complete 

only 

quarter 

model 

model 

1988  IV 

32 

37 

1989  I 

39 

42 

II 

49 

50 

III 

43 

48 

IV 

40 

45 

The  two  price  projections  give  the 
likely  range  for  actual  prices.   The 
two  sets  of  estimates  agree  on  the 
direction  of  price  recovery  during 
1989 ,  but  the  complete  model  shows 
lower  prices .   Because  the  pork  only 
model  has  been  a  better  predictor  of 
prices  recently,  actual  prices  will 
probably  be  closer  to  the  second  set 
of  estimates  above . 


What  Might  Change  These  Estimates? 


Hog  Price  Projections 

Normally  we  try  to  use  a 
complete  demand  model  to  project 
prices.   In  a  complete  model,  live 
hog  prices  at  Omaha  are  explained  by 


Producers  were  surveyed  on 
December  1,  just  after  hog  prices 
hit  their  November  lows .   Presumably 
high  feed  costs  and  low  hog  prices 
discouraged  producers  from  con- 
tinuing the  modest  expansion  indi- 
cated in  the  September  report.   As 


hog  prices  have  since  recovered,  it  r 

is  not  clear  whether  the  actual  cut-  ' 

back  in  production  will  be  as  large 

as  that  indicated  in  the  December 

report.   If  not,  then  prices  will 

not  be  as  high  as  projected  for  the 

second  half  of  1989. 

It  is  likely  that  the  low 
prices  of  November  1988  represent 
the  long  term  cycle  low  and  that 
prices  will  continue  to  recover 
during  1989.   Futures  prices  for 
live  hogs  in  excess  of  $48  for 
summer  contracts  and  in  excess  of 
$45  for  fall  contracts,  however, 
offer  good  pricing  opportunities  for 
producers . 
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Issued  by  Laurian  J.  Unnevehr, 
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Table  1.   Hogs  and  Pigs  in  10  Key  States,  December  1,  1988 


Ratio  of 
1988  to 
1987 

1988 

1987^ 

percent 

. . thousand 

head. . 

Inventory 

All  hogs  and  pigs 
Kept  for  breeding 
Kept  for  market 

100 

96 

101 

43,010 

5,315 

37,695 

42,995 

5,510 

37,485 

Market  hoes .  bv  weiEht 

Under  60  pounds 

60-119 

120-179 

180  and  over 

98 
103 
104 

99 

13,795 
9.747 
7,898 
6,255 

14,085 
9,470 
7,630 
6,300 

Sows  farrowine 

September -November 
December - February^ 
March- May ^ 

100 

100 

94 

2,256 
2,123 
2,434 

2,266 
2,123 
2,578 

Pig  crop 
September -November 


98 


17,177 


17,572 


Pigs  saved  per  litter 
September -November 


98 


pigs  per  sow 
7.61        7.75 


^  Intentions , 


Revised. 


Table  2.   Market  Hogs  Weighing  60  to  179  Pounds  on  December  1 

and  Commercial  Slaughter  in  the  January-March  Quarter 
(thousand  head) 


Year 

Hogs 
(60-179 
pounds } 

Commercial 
Slaughter 

Ratio 

1973 

18,594 

20,150 

1.084 

1974 

17,337 

18,760 

1.082 

1975 

14.941 

17,432 

1.167 

1976 

16,573 

19,828 

1.196 

1977 

16,645 

19,398 

1.165 

1978 

17,437 

20,037 

1.149 

1979 

20,483 

24,229 

1.183 

1980 

19,206 

23,666 

1.232 

1981 

18,358 

21,714 

1.183 

1982 

16,712 

20,211 

1.209 

1983 

17,791 

21,802 

1.225 

1984 

17,123 

20,873 

1.219 

1985 

16,607 

20,204 

1.217 

1986 

15,836 

19,938 

1.259 

1987 

16,970 

21,339^ 

1.257^ 

1988 

17,645 

21,956^ 

1 . 244^ 

^  Projected. 

^  Three -year 

mean. 

Table  3.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter, 
with  7 -Month  Lag  in  the  10  States,  1985  to  1988 


Sows 

Pig 

Comm. 

Year 

far. 

crop 

Ratio 

Year 

si.     Ratio 

December 

-February 

July- September 

1985- 

86 

1,940 

14,880 

7.67 

1986 

18,573    1.248 

1986- 

87 

1,957 

15,156 

7.74 

1987 

19,025    1.225 

1987- 

88 

2,030 

15,765 

7.77 

1988 

21,365    1.355 

1988- 

89 

2,123 

16,166 

7.61 

1989 

20,628^   1.276^ 

March -May 

October -December 

1985 

2,420 

18,762 

7.75 

1985 

21,699    1.155 

1986 

2,161 

16,878 

7.81 

1986 

20,271    1.201 

1987 

2,337 

18,485 

7.91 

1987 

22,860    1.237 

1988 

2,552 

19,968 

7.82 

1988 

24,652    1.235 

1989 

2,434 
June- 

18,669 
August 

7.67 

1989 

22,857^   1.224^ 
January -March 

1985 

2,191 

16,941 

7.73 

1986 

20,347   1.201 

1986 

2,034 

15,853 

7.79 

1987 

19,938   1.258 

1987 

2,262 

17,520 

7.75 

1988 

21,043   1.201 

1988 

2,349 
September 

18,007 
-November 

7.63 

1989 

21,969^  1.220^ 
April -June 

1985 

2,265 

17,225 

7.60 

1986 

20,313   1.179 

1986 

2,150 

16,729 

7.78 

1987 

18,901   1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,868   1,193 

1988 

2,256 

17,777 

7.61 

1989 

20,046^  1.167 

^  Projected, 
b 


Three -year  mean. 
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BEEF  SUPPLY  TO  REMAIN  STEADY  DURING  1989 

Laurian  J .  Unnevehr 


year's  total.   Beef  cow  numbers  and 
beef  replacement  heifers  are  up, 
indicating  that  herd  rebuilding  has 
begun. 

This  reduces  the  number  of 
animals  available  for  slaughter,  so 
the  total  supply  of  steers,  heifers, 
and  calves  available  for  slaughter 
is  down  by  1.4  percent.   Total 
slaughter  during  1989  is  projected 
to  be  down  1  percent  from  1988.   If 
slaughter  weights  keep  increasing 
during  1989,  however,  1989  beef 
production  will  be  very  close  to 
1988  levels. 

Ordinarily,  this  supply  pro- 
jection would  be  a  bearish  one  for 
prices,  but  wholesale  prices  for 
beef  during  1988  were  about  10 
percent  higher  than  those  predicted 
from  consumer  behavior  of  the  early 
1980s.   If  demand  continues  to  be 
strong  and  supply  is  equal  to  that 
of  last  year,  then  live  cattle 
prices  should  be  in  about  the  same 
range  as  they  were  last  year,  that 
is  varying  from  the  high  $60s  to  the 
mid-$70s  per  hundredweight  for  live 
steers  at  Omaha.   Specifically, 
cattle  prices  are  forecast  to 
average  $69  in  the  first  quarter, 
$72  in  the  second  quarter,  $68  in 
the  third  quarter,  and  $70  in  the 
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Summary 

Cattle  producers  enjoyed 
remarkably  good  prices  for  large 
beef  supplies  during  1988.   In  spite 
of  the  reduced  inventory,  last 
year's  cattle  slaughter  was  down 
only  1.6  percent  from  1987  because  a 
large  proportion  of  animals  went  to 
slaughter.   In  addition,  the  average 
dressed  weight  per  animal  reached  a 
new  record  level  of  668  pounds,  up 
sharply  from  the  average  of  657 
pounds  in  1987.   Higher  slaughter 
weights  led  to  a  1988  beef  supply 
that  was  slightly  above  the  1987 
supply.   Yet  in  spite  of  this  large 
beef  supply,  live  steer  prices  at 
Omaha  averaged  $71  per  hundred- 
weight, much  higher  than  the  average 
of  $66  in  1987.   These  higher  prices 
reflect  both  strong  demand  for  beef 
and  an  unusually  small  margin 
between  beef  and  cattle  prices. 

The  important  question  for 
predicting  1989  beef  prices  is  how 
long  this  good  fortune  will  last 
because  beef  supply  is  likely  to  be 
as  large  in  1989  as  it  was  in  1988. 
The  recently  released  Cattle 
inventory  showed  a  total  of  99.5 
million  head  in  the  United  States  on 
January  1,  1989,  a  figure  that  is 
down  only  very  slightly  from  last 


last  quarter  of  1989. 

Futures  prices  for  live  cattle 
dropped  sharply  in  response  to  the 
inventory  report.   Although  cash 
cattle  prices  are  now  surprisingly 
strong,  it  does  seem  likely  that 
prices  will  fall  because  margins  may 
widen  or  demand  may  weaken.  There- 
fore, fed  cattle  producers  should 
consider  taking  advantage  of  any 
futures  prices  in  the  mid-$70s  that 
may  be  offered  after  the  market 
recovers  from  the  effects  of  this 
report. 


USDA  Reports  and  Supply  Projections 

The  Cattle  inventory,  released 
February  8,  showed  a  total  of  99.48 
million  head  in  the  U.S.  on  January 
1,  1989,  down  just  slightly  from  the 
1987  total  of  99.52  million  (Table 
1) .   Beef  cows  were  up  2  percent, 
and  beef  replacement  heifers  were  up 
5  percent.   Bulls  were  up  3  percent. 
These  increases  indicate  that  herd 
rebuilding  has  begun. 

Herd  rebuilding  reduces  the 
number  of  heifers  available  for 
slaughter,  so  "other"  heifers  are 
down  2  percent.   Steers  available 
for  slaughter  are  equal  in  number  to 
those  available  last  year.   These 
animals  will  provide  slaughter 
supply  during  the  first  half  of  the 
year. 

Calves  under  500  pounds  will 
provide  slaughter  supply  during  the 
second  half  of  the  year.   It  is 
curious  that  although  these  smaller 
animals  are  down  4  percent,  the  calf 
crop  is  reported  to  be  up  2  percent. 
It  seems  likely  that  there  are  more 
calves  than  reported  in  the 
inventory. 

The  inventory  numbers  provide  a 
basis  for  estimating  slaughter 


during  1989.   The  total  slaughter 
supply  of  steers,  heifers,  and 
calves  is  down  2  percent  from  that 
of  last  year  (Table  2).   Over  the 
last  few  years,  an  increasing 
proportion  of  slaughter  supply  has 
been  slaughtered  (Table  2).   This 
trend  is  particularly  noticeable  in 
the  proportion  of  calves  slaughtered 
in  the  second-half  of  the  year.   It 
is  likely  that  cattle  are  being 
raised  to  slaughter  weights  more 
quickly  than  they  were  in  the  past. 
Thus ,  some  of  the  animals  in  the 
under  500-pound  category  will 
contribute  to  supply  during  the 
first  half  of  the  year,  and  some  of 
the  1989  spring  calf  crop  will 
contribute  to  supply  during  the 
second  half  of  the  year. 

We  have  assumed  that  this  trend 
toward  an  increased  rate  of 
slaughter  from  the  inventory  will 
continue  in  1989.   Hence,  our 
projected  total  steer  and  heifer 
slaughter  is  down  only  0.3  percent 
from  that  of  1988  even  though  the 
inventory  slaughter  supply  is  down 
1.4  percent.   Total  steer  and  heifer 
slaughter  is  estimated  for  indi- 
vidual quarters,  using  the  normal 
seasonal  pattern  of  slaughter.   As  a 
result,  the  possible  undercount  of 
calves  under  500  pounds  will  not 
cause  supply  projections  to  be 
unusually  low  during  the  second  half 
of  the  year. 

To  estimate  total  slaughter, 
some  estimate  of  cow  and  bull 
slaughter  is  needed.   Cow  slaughter 
as  a  proportion  of  the  cow  herd 
continued  to  fall  in  1988  with  herd 
rebuilding  (Table  3).   We  assume 
that  it  will  continue  to  fall  during 
1989  and  that  projected  cow 
slaughter  will  be  3  percent  less 
than  it  was  last  year  (Table  3) . 

Finally,  some  estimate  of 
dressed  weight  is  needed  to  arrive 


at  a  beef  production  estimate. 
Slaughter  weights  have  increased 
rapidly  in  the  last  3  years, 
reaching  record  levels  in  1988.   The 
increase  in  the  number  of  Yield 
Grade  2  animals  marketed  as  a 
proportion  of  the  total  means  that 
more  meat  is  available  on  average 
from  each  animal.   Slaughter  weights 
are  projected  to  continue  increasing 
during  1989. 

Table  4  summarizes  past 
production,  and  it  shows  projected 
slaughter,  production,  and  weights 
for  1989.   The  following  columns 
show  past  and  expected  percentage 
changes  in  production  on  a  year- 
over-year  basis: 


in  the  1980s.   This  strong  beef 
demand  probably  reflects  the  overall 
strength  of  the  economy,  as 
reflected  in  low  unemployment  and 
broad-based  growth.   If  so,  this 
demand  pattern  could  continue  during 
1989. 

Table  5  shows  price  projections 
based  on  past  patterns  of  demand. 
The  projections  of  wholesale  beef 
prices  of  $0.90  to  $0.98  per  pound 
are  undoubtedly  too  low.   If  demand 
remains  strong,  then  our  best  guess 
for  cattle  price  projections  is  as 
follows : 

Cattle  price 
Quarter      $/hundredweight  live 


Quarter 


1988 


1989 


III 

IV 

I 

II 

III 

IV 


%  change 

in  beef  production 

from  previous  year 


+2.0 
-1.7 

+0.5 
-0.7 
-2.0 
+0.2 


1989 


I 

II 

III 

IV 


69. 
72. 
68. 
70. 


These  price  projections  are  very 
close  to  actual  prices  during  1988, 
with  the  exception  of  prices  in  the 
last  quarter. 


Beef  Demand  and  Price  Projections 

The  demand  model  is  based  on 
quarterly  data  from  1980  through 
1987.   Beef  production,  pork 
production,  poultry  production, 
disposable  personal  income,  and 
seasonal  variation  all  affect  beef 
prices,  but  the  single  biggest 
determinant  is  beef  supply. 

During  1988,  this  model 
underestimated  the  wholesale  beef 
price  by  9  to  12  percent  (Table  5) . 
This  fact  means  that  consumers  are 
willing  to  pay  more  for  a  given 
amount  of  beef  than  they  were  early 


Marketing  Strategies  in  the  Face  of 
Uncertain  Demand 

It  is  clear  that  beef  supply 
will  continue  to  decline  very  slowly 
with  the  reduced  inventory  and  herd 
rebuilding.   Therefore  the  biggest 
uncertainties  right  now  are  how  long 
demand  will  stay  strong  and  how  long 
margins  between  cattle  and  beef 
prices  will  remain  narrow.   Prices 
will  probably  be  equal  to  or  below 
the  above  projections;  it  is 
unlikely  that  they  will  be  above 
them.   Although  cash  prices  continue 
to  be  surprisingly  strong  now  in 
early  1989,  it  is  likely  that  prices 
will  weaken  at  some  stage.   Futures 
prices  for  live  cattle  dropped 


sharply  following  the  Cattle 
inventory  report.   Fed  cattle 
producers  should  consider  taking 
advantage  of  any  futures  prices  in 
the  mid-$70s  that  may  be  offered 
after  the  market  recovers  from  this 
report. 

Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 
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Table  3 .   Cow  Inventory  January  1  and  Cow  and  Bull  Slaughter  the  Following  Year 


Cow 

Bull 

slaughter 

slaughter 

Cow 

Cow 

as  %  of 

Bull 

as  %  cow 

Year 

inventory 

slaughter 

inventory 

slaughter 

slaughter 

1976 

54,972 

10,619 

19.3 

998 

9.4 

1977 

52,441 

9,864 

18.8 

903 

9.2 

1978 

49,634 

8,470 

17.1 

798 

9.4 

1979 

47,842 

5,930 

12.4 

629 

10.6 

1980 

47,865 

6,334 

13.2 

724 

11.4 

1981 

49,586 

6,634 

13.4 

775 

11.7 

1982 

50,331 

7,354 

14.6 

818 

11.1 

1983 

48,987 

7,606 

15.5 

808 

10.6 

1984 

48,603 

8,617 

17.7 

788 

9.1 

1985 

46,212 

7,391 

16.0 

758 

10.3 

1986 

44,811 

7,958 

17.8 

715 

9.0 

1987 

44,457 

6,604 

14.9 

691 

10.5 

1988 

43,266 

6,331 

14.6 

642 

10.2 

1989 

43,887 

6 , 144^ 

14.0^ 

614^ 

10.0^ 

Projected. 
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HOG  REPORT  SHOWS  SLIGHTLY  MORE  INVENTORY  THAN  EXPECTED 


April  1989 


Laiirlan  J.    Unnevehr 


Siimmary 

The  March  1  Hogs  and  Pigs 
report  confirms  that  pork  supply 
during  the  remainder  of  1989  will  be 
below  1988  levels,  but  the  report 
also  showed  that  slightly  more 
supply  than  expected  will  be  coming 
to  market  during  the  next  6  months. 
The  total  inventory  in  the  10  states 
on  March  1  is  just  equal  to  that  of 
last  year,  and  the  breeding  herd  is 
down  3  percent.   The  winter  pig  crop 
was  down  1  percent ,  and  intentions 
to  farrow  over  the  next  6  months  are 
down  4  to  5  percent.   As  a  result, 
pork  production  is  projected  to  be  2 
percent  below  the  levels  of  the 
previous  year  during  the  next  6 
months  and  4  percent  below  dliring 
late  1989  and  early  1990. 

Pork  production  during  early 
1989  was  still  large  at  3  percent 
above  last  year's  levels.   Live  hog 
prices  averaged  $41  per  hundred- 
weight during  the  first  three  months 
of  this  year.   Although  current  cash 
prices  under  $40  are  very  low, 
reduced  supply  should  lead  to  higher 
hog  prices  for  the  remainder  of  the 
year.   Live  hog  prices  are  projected 
to  average  $46  per  hundredweight  in 
this  current  quarter,  $45  in  the 
summer,  and  to  decline  seasonally  to 
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around  $40  during  the  fall  of  1989. 
Futures  market  prices  fell  in 
response  to  the  report  and  are  now 
close  to  our  own  price  projections. 
Futures  prices  above  $40  for  late 
1989  provide  reasonable  pricing 
opportunities  for  those  who  did  not 
price  before  the  report. 

Results  of  the  Hogs  and  Pips  Survey 

The  March  1  USDA  Hogs  and  Pigs 
report  for  the  10  major  producing 
states  showed  a  total  inventory  of 
just  under  41.3  million  head,  very 
close  to  last  year's  inventory 
(Table  1) .   The  breeding  herd  is 
down  3  percent,  reflecting  the 
decline  in  farrowings  stated  for  the 
coming  months.    Market  hogs  are 
about  equal  to  those  of  last  year, 
but  there  is  a  slight  increase  in 
heavy  hogs.   Hogs  between  60  and  180 
pounds  represent  market  supply  in 
the  coming  quarter,  and  these  were 
up  1  percent. 

Farrowings  by  2 . 1  million  sows 
in  the  December -February  quarter 
were  1  percent  below  those  of  last 
year  and  slightly  below  intentions 
stated  in  the  December  1  report.   In 
contrast  to  the  last  few  reports, 
the  number  of  pigs  saved  per  litter 
was  slightly  higher  than  last  year. 
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The  total  pig  crop  of  16.3  million 
head  was  down  1  percent  from  the 
level  of  last  year. 

Producers  stated  intentions  to 
farrow  2.4  million  hogs  from  March 
through  May  1989.   This  figure  would 
be  5  percent  below  spring  farrowings 
in  1988.   Producers'  first  statement 
of  intentions  for  the  June -September 
quarter  1989  is  to  farrow  2.3 
million  sows,  which  would  be  down  4 
percent  from  1988. 

Pork  Production  Projections 

Estimates  of  future  hog 
slaughter  are  based  on  past  ratios 
of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  7 
months  earlier.   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  coming  quarter.   On 
March  1,  there  were  16.1  million 
head  in  this  weight  category  (Table 
2).   This  inventory  indicates  a 
slaughter  of  20.8  million  head  in 
the  current  spring  quarter  of  1989. 
Another  indicator  of  spring  1989 
production  is  the  fall  1988  pig 
crop.   This  pig  crop  of  17.2  million 
head  indicates  a  spring  1989 
commercial  slaughter  of  20.0  million 
head  (Table  3) .   An  average  of  the 
two  estimates  from  Tables  2  and  3  is 
used  to  project  slaughter  and 
production  in  the  spring  quarter  of 
1989  (see  Table  4). 

The  December -February  quarter 
pig  crop  is  an  indicator  of  what 
slaughter  will  be  in  the  summer  of 
1989.   The  recent  winter  pig  crop 
should  yield  a  summer  commercial 
slaughter  of  20.8  million  head 
(Table  3).   Intentions  to  farrow  for 
the  period  from  March  through 
September  give  some  indication  of 
what  supply  will  be  in  the  fall  of 
1989  and  early  1990.   Intended 
farrowings  for  the  March-May  1989 


quarter  should  yield  a  pig  crop  of 

19.1  million,  and  a  commercial 
slaughter  of  23.3  million  head  in 
the  October-December  1989  quarter 
(Table  3).   Producers'  intentions  to 
farrow  2.3  million  sows  in  svimmer 
1989  would  lead  to  a  slaughter  of 

21.2  million  head  in  the  first 
quarter  of  1990  (Table  3). 

Average  slaughter  weights  in 
1987  and  1988  were  higher  than  they 
were  in  past  years  (Table  4) . 
Weights  are  assumed  to  stay  at 
relatively  high  levels.   Slaughter, 
pork  production  and  dressed  weight 
estimates  for  the  remainder  of  1989 
and  for  early  1990  are  summarized  in 
Table  4. 

The  relationship  of  projected 
production  to  the  previous  year's 
production  is  as  follows : 


Quarter 


Percent  Change 


1988 

IV 

1989 

I 

II 

III 

IV 

1990 

I 

+8 
+3 
-2 
-3 
-4 
-4 


The  projected  decline  in  production 
starting  in  the  spring  of  1989 
represents  an  important  turning 
point.   The  expansion  of  the  last 
few  years  has  come  to  an  end. 

Other  Factors  Influencing  Prices 

Supplies  of  beef  and  poultry 
compete  with  pork  for  the  consumer's 
dollar.   For  1989,  we  project  that 
beef  supply  will  decline  by  2  per- 
cent, due  to  the  smaller  inventory 
available  for  slaughter  (calculated 
from  Table  5).   The  projected  supply 
of  poultry  is  taken  from  USDA 
reports ,  and  shows  a  continued 
steady  gain. 


Demand  for  meat  is  also  deter- 
mined by  consumer  income .   Total 
nominal  disposable  personal  income 
is  projected  to  grow  at  7  percent 
during  1989  and  1990,  based  on  an 
assumed  inflation  rate  of  4  percent 
and  real  income  growth  of  3  percent. 

Hog  Price  Projections 

Normally  we  try  to  use  a 
complete  demand  model  to  project 
prices.   In  a  complete  model,  live 
hog  prices  at  Omaha  are  explained  by 
pork  production,  beef  production, 
poultry  production,  disposable 
personal  income ,  and  quarterly 
variation.   This  model  predicted  a 
price  in  late  1988  that  was  much 
lower  than  the  actual  prices  (Table 
5) ,  although  the  estimated  price 
came  much  closer  to  actual  prices 
during  early  1989.   Because  the 
complete  model  has  recently  tended 
to  underestimate  prices,  it  is 
useful  to  compare  the  results  from 
the  complete  model  with  the  results 
from  a  simpler  model  that  includes 
only  pork  production  and  quarterly 
variation.   The  simpler  model  tends 
to  project  higher  prices. 


two  sets  of  estimates  agree  on  the 
direction  of  price  recovery  during 
1989  and  the  seasonal  decline  in 
prices  for  late  1989. 

Marketing  Implications 

The  March  1  report  basically 
confirms  the  decline  in  production 
predicted  by  the  December  1  report, 
but  the  recent  inventory  shows  more 
animals  available  for  slaughter 
during  the  next  6  months  than 
expected.   Futures  prices  declined 
in  response  to  the  report  and  are 
now  at  levels  close  to  an  average  of 
our  price  projections.   Futures 
prices  above  $40  for  late  1989 
months  represent  reasonable  pricing 
opportunities  for  those  who  did  not 
price  before  the  report. 

Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist, 
Prices  and  Outlook 


Price  projections  from  the  two 
models  are  as  follows: 

Projected  Price 

Pork 
Complete  only   Actual 
Quarter  model     model  price 


. .$/cwt... 

1988  IV 

33 

39 

39 

1989  I 

38 

41 

42 

II 

46 

48 

III 

42 

47 

IV 

38 

42 

1990  I 

41 

45 

The  two  price  projections  give  the 
likely  range  for  actual  prices.   The 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  March  1,  1989 


Ratio  of 

1989  to 

1988 

1989 

1988 

percent 

.  . thousand 

head. . 

Inventory 

All  hogs  and  pigs 

100 

41,255 

41,345 

Kept  for  breeding 

97 

5,380 

5,520 

Kept  for  market 

100 

35,875 

35,825 

Market  hogs,  bv  we: 

-Rht 

Under  60  pounds 

99 

13,680 

13,875 

60-119 

101 

8,598 

8,530 

120-179 

101 

7,475 

7,435 

180  and  over 

102 

6,122 

5,985 

99 

2,094 

2,123 

95 

2,449 

2,578 

96 

2,263 

2,359 

Sows  farrowing 

December -February 
March- May ^ 
June -September^ 

Pig  crop 

December- February  99        16,321       16,489 

Pigs  saved  per  litter  pigs  per  sow 

December -February         100  7.79         7.77 

^  Intentions. 


Table  2.   Market  Hogs  Weighing  60  to  179  Pounds  on  March 
1  and  Commercial  Slaughter  in  the  April-June 
Calendar  Quarter  (thousand  head) . 


Year 


Hogs 
(60-179 
pounds) 


Commercial 
slaughter 


Ratio 


1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 


14,639 
13,692 
15,402 
15,676 
17,332 
19,256 
18,091 
16,579 
16,676 
16,284 
16,007 
15,289 
15,446 
15,655 
16,073 


17,808 

1.216 

16,819 

1.228 

18,748 

1.217 

19,037 

1.214 

21,741 

1.254 

25,042 

1.300 

22,585 

1.248 

20,712 

1.249 

21,403 

1.283 

21,121 

1.297 

21,338 

1.333 

20,313 

1.329 

18,901 

1.224 

20,868 

1.333 

20,815^ 

1.295^ 

^  Projected. 

"   Three -year  mean. 


Table  3.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter, 
with  7-Month  Lag  in  the  10  States,  1985  to  1988 


Sows    Pig 

Comm. 

Year 

far.     crop 

Ratio 

Year 

si.     Ratio 

December- February 

July- September 

1985- 

■86 

1,940   14,880 

7.67 

1986 

18,573    1.248 

1986- 

•87 

1,957   15,156 

7.74 

1987 

19,025   1.225 

1987- 

■88 

2,030  15,765 

7.77 

1988 

21,365   1.355 

1988- 

■89 

2,094  16,321 

7.79 

1989 

20,826^  1.276^ 

March-May 

October -Dec ember 

1986 

2,161   16,878 

7.81 

1986 

20,271   1.201 

1987 

2,337   18,485 

7.91 

1987 

22,860   1.237 

1988 

2,552  19,968 

7.82 

1988 

24,166   1.210 

1989 

2,449   19,151 
June -August 

7.82 

1989 

23,287^  1.216^ 
January -March 

1986  2,034  15,853  7.79 

1987  2,262  17,520  7.75 

1988  2,349  18,007  7.63 

1989  2,263  17,267  7.63 


1987  19,938  1.258 

1988  21,043  1.201 

1989  21,979^  1.221 

1990  21,187  1.227b 


September -November 


April -June 

7, 
7, 
7, 
7, 

,60 
,78 
,75 
,61 

1986 
1987 
1988 
1989 

20,313    1.179 
18,901    1.129 
20,868   1.193 
20,046^  1.167^ 

1985  2,265  17,225 

1986  2,150  16,729 

1987  2,258  17,495 

1988  2,256  17,177 


^  Projected. 

Three -year  mean. 
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CATTLE  SUPPLY  WILL  BE  DOWN  IN  LATE  1989 


July  1989 


Laurian  J.  Unnevehr 


Summary 

The  USDA  released  the  July  1  Cattle 
inventory  report  on  July  28.    The  total 
inventory  of  108.6  million  head  is  up  only 
slightly  from  mid-1988,  and  the  calf  crop  of  40.7 
million  is  down  slightly.    This  inventory  increase 
ends  an  eight-year  trend  of  declining  cattle 
numbers.    Heifers  being  held  back  from 
slaughter  for  beef  cow  replacement  are  up  4 
percent,  indicating  substantial  herd  rebuilding  is 
underway.    As  a  result,  heifers  going  to 
slaughter  are  down  1  percent. 

As  a  result  of  cow  herd  increase,  the 
total  supply  of  animals  available  for  slaughter  in 
the  second  half  of  1989  is  down  1  percent. 
Beef  supply  in  the  second  half  of  1989  is 
projected  to  be  down  1  percent.    This  reduction 
in  supply  is  close  to  that  predicted  by  the 
January  1  inventory.    The  July  inventory 
confirms  the  continued  slow  decline  in  supply 
that  is  taking  place  as  heifers  are  held  back  to 
rebuild  herds. 

Beef  supply  was  down  3  percent  during 
the  first  quarter  of  1989  and  just  equal  to  1988 
during  the  second  quarter.    Cattle  prices 
averaged  S76  per  hundredweight  for  live  steers 
at  Omaha  during  the  first  quarter,  and  fell 
slightly  to  S75  during  the  second  quarter. 
These  prices  are  about  $10  higher  than  those 
predicted  by  demand  patterns  of  the  early 
1980s.    It  appears  that  consumers  are  willing  to 
pay  high  prices  to  defend  a  certain  level  of  beef 

STATE  •  COUNTY  •  LOCAL  GROUPS  ■ 
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consumption.    As  beef  supply  declines,  prices 
have  increased  sharply  during  the  last  two  years. 
If  this  pattern  of  demand  continues,  cattle 
prices  should  be  in  the  low  $70s  during  this 
summer,  and  in  the  mid-$70s  during  the  fall  of 
1989. 

The  July  inventory  report  basically 
confirmed  the  continued  slow  decline  in  beef 
supply  projected  by  the  January  inventory  and 
the  recent  Cattle  on  Feed  report.    Futures 
prices  did  not  react  very  strongly  to  the  report, 
and  are  close  to  our  price  projections.    Live 
cattle  futures  for  the  summer  and  fall  offer 
reasonable,  but  not  outstanding,  pricing 
opportunities. 


USDA  Reports  and  Supply  Projections 

The  Cattle  inventory  released  on  July 
28  showed  a  total  of  108.6  million  head  in  the 
United  States  on  July  1,  1989,  up  just  slightly 
from  1988's  total  of  108.5  million  (Table  1). 
The  cow  herd  was  just  equal  to  last  year's,  but 
beef  replacement  heifers  were  up  4  percent. 
Although  the  cow  herd  has  stabilized,  it  has  not 
yet  produced  a  larger  number  of  calves.    The 
projected  calf  crop  for  1989  is  40.7  million, 
down  just  slightly  from  last  year's  crop. 

Herd  rebuilding  reduces  the  number  of 
heifers  available  for  slaughter,  and  thus  "other" 
heifers  are  down  1  percent.    Steers  available  for 
slaughter  are  equal  to  last  year's.    These 

•  U.S.  DEPARTMENT  OF  AGRICULTURE  COOPERATING 
equal  opportunities  in  programs  ana  enrpliyifg^^ 


animals  will  provide  slaughter  supply  during  the 
second  half  of  1989. 

The  total  slaughter  supply  of  steers  and 
heifers  is  down  lers  than  1  percent  from  last 
year.    Over  the  last  three  years,  about  80 
percent  of  slaughter  supply  on  July  1  has  been 
slaughtered  in  the  second  half.    Using  this 
average  proportion  gives  us  a  projected 
slaughter  for  the  second  half  of  the  year  that  is 
down  1.5  percent. 

Some  estimate  of  dressed  weight  is 
needed  to  arrive  at  a  beef  production  estimate. 
Slaughter  weights  have  increased  rapidly  in  the 
last  three  years,  and  reached  record  levels  in 
early  1989  (Table  2).    The  increase  in  the 
number  of  yield  grade  2  animals  marketed  as  a 
proportion  of  the  total  means  that  on  average 
more  meat  is  available  from  each  animal. 
Slaughter  weights  are  projected  to  remain  at 
high  levels  during  1989. 

Table  2  summarizes  past  production  and 
shows  projected  slaughter,  production,  and 
weights  for  the  second  half  of  1989.    The 
following  gives  past  and  expected  future 
percentage  changes  in  production  on  a  year- 
over-year  basis: 

Percent  Change  in  Beef  Production  from 
Previous  Year 
Quarter 
1989 

I  -2.9 

II  -0.1 

III  -1.1 

IV  -0.9 


amount  of  beef  than  they  were  earlier  in  the 
1980s.    This  strong  beef  demand  may  reflect  a 
stabilization  of  beef  demand.    Consumers  want 
to  consume  a  certain  amount  of  beef,  and  they 
will  pay  high  prices  to  defend  that  level  of 
consumption  when  supplies  are  declining. 

Table  3  shows  price  projections  based 
on  past  patterns  of  demand.    The  projections  of 
wholesale  beef  prices  of  S0.90  to  $0.97  per 
pound  for  late  1989  are  undoubtedly  too  low. 
The  following  gives  our  best-guess  cattle  price 
projections  if  demand  remains  strong: 


Quarter 

1989 

I 

II 

III 
IV 


Marketing  Implications 


Cattle  Price 
S/hundredweight  live 
76 
75 
72 
75 


It  is  clear  that  beef  supply  will  continue 
to  decline  very  slowly  with  the  reduced 
inventory  and  herd  rebuilding.    Futures  prices 
for  live  cattle  did  not  change  much  following 
the  inventory  report.    During  the  first  week  of 
August,  futures  prices  are  close  to  our  price 
projections.    These  prices  offer  reasonable 
pricing  opportunities  for  risk  averse  producers. 

Issued  by  Laurian  J.  Unnevehr,  Extension 
Specialist,  Prices  and  Outlook 


Beef  Demand  and  Price  Projections 

The  demand  model  is  based  on 
quarterly  data  from  1980  through  1987.    Beef 
prices  are  explained  by  beef  production,  pork 
production,  poultry  production,  disposable 
personal  income,  and  seasonal  variation. 
However,  the  single  biggest  determinant  of  beef 
price  is  beef  supply. 

During  1988  and  early  1989,  this  model 
underestimated  the  wholesale  beef  price  by  9  to 
14  percent  (Table  3).    This  means  that 
consumers  are  willing  to  pay  more  for  a  given 
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HOG  REPORT  SHOWS  MORE  SUPPLY  THAN  EXPECTED 
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Summary 

The  June  1  Hogs  and  Pigs 
report  surprised  the  market  by 
showing  more  market  hogs,  a 
larger  spring  pig  crop,  and 
greater  intentions  to  farrow 
than  expected.   The  total 
inventory  in  the  10  states  is 
down  1  percent,  but  heavy 
market  hogs  are  equal  to  last 
year.   The  spring  pig  crop  was 
down  only  1  percent,  instead 
of  the  5  percent  decline 
indicated  by  intentions  stated 
on  March  1.   Intentions  to 
farrow  for  the  next  six  months 
are  slightly  greater  than  last 
year.   Although  pork 
production  during  the  current 
summer  quarter  will  be  below 
last  year's  level,  production 
during  the  rest  of  1989  and 
early  1990  will  be  above 
previous  years'  levels. 

During  the  recent  spring 
quarter,  hog  slaughter  and 
pork  supply  were  about  6 
percent  above  last  year,  a 
surprising  increase  that  was 
not  predicted  by  earlier 
inventory  reports.   Hog  prices 
disappointed  producers  by 
staying  below  $4  0  during 
April.   By  June,  however. 


prices  had  recovered  to  $46  as 
production  dropped.   Although 
the  $50  summer  hog  prices 
expected  before  the  report  are 
unlikely  to  materialize,  hog 
prices  should  average  in  the 
high  $40s  during  the  summer 
months.   A  sharp  decline  in 
prices  can  be  expected  this 
fall,  however,  as  the  spring 
pig  crop  comes  to  market.   It 
is  not  unlikely  that  live  hog 
prices  will  dip  below  $40  per 
hundredweight  during  late 
1989. 

Futures  prices  declined 
sharply  in  response  to  the 
release  of  the  Hogs  and  Pigs 
report  on  June  30,  and  then 
recovered.   Live  hog  futures 
prices  during  the  second  week 
of  July  are  about  equal  to  our 
price  projections  and 
therefore  do  not  offer  any 
unusually  good  pricing 


opportunities . 


^m 


Results  of  the  Hogs  and  Pigs 
Survey 

The  June  1  US DA  Hogs  and 
Pigs  report  for  the  10  major 
producing  states  showed  a 
total  inventory  of  just  over 
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43.7  million  head,  down  1 
percent  from  last  year  (Table 
1) .   The  breeding  herd  is  also 
down  1  percent.   Market  hogs 
were  down  1  percent,  but  heavy 
market  hogs  were  equal  to  last 
year. 

Farrowings  by  2.5  million 
sows  in  the  March-May  quarter 
were  down  2  percent  from  last 
year,  and  larger  than 
intentions  stated  in  the  March 
1  report.   The  spring  pig  crop 
of  19.9  million  head  was  down 
only  1  percent,  as  the  7.85 
pigs  saved  per  litter  improved 
slightly  over  last  year's 
7.83. 

Producers  stated 
intentions  to  farrow  2 . 4 
million  hogs  from  June  through 
August  1989,  which  is  a 
substantial  increase  over 
intentions  stated  on  March  1. 
These  intended  farrowings 
would  be  about  the  same  as 
last  summer's  farrowings. 
Producers'  first  statement  of 
intentions  for  September- 
November  1989  is  to  farrow  2.3 
million  sows,  which  would  be 
up  1  percent  from  1988. 


Pork  Production  Projections 

Estimates  of  future  hog 
slaughter  are  based  on  past 
ratios  of  commercial  slaughter 
to  heavy  market  hogs  or  to  the 
pig  crop  seven  months 
previous.   The  number  of 
market  hogs  weighing  60  to  179 
pounds  is  one  indicator  of  hog 
slaughter  in  the  current 
quarter.   On  March  1,  there 
were  16.5  million  head  in  this 
weight  category  (Table  2) . 
This  inventory  indicates  a 
slaughter  of  20.96  million 
head  in  the  summer  of  1989. 
Another  indicator  of  summer 


1989  production  is  the  winter 
pig  crop.   The  USDA  revised 
the  winter  pig  crop  number 
upward  since  the  last  report. 
The  revised  winter  pig  crop  of 
16.4  million  head  indicates  a 
summer  1989  commercial 
slaughter  of  20.98  million 
head  (Table  3) .   An  average  of 
the  two  estimates  from  Table  2 
and  Table  3  is  used  to  project 
slaughter  and  production  in 
the  third  quarter  of  1989  (see 
Table  4) . 

The  March-May  pig  crop  is 
an  indicator  of  what  slaughter 
will  be  in  the  last  quarter  of 

1989.  The  recent  spring  pig 
crop  should  yield  a  fall 
commercial  slaughter  of  24.2 
million  head  (Table  3) . 
Intentions  to  farrow  for  June 
through  November  give  some 
indication  of  what  supply  will 
be  in  the  winter  and  spring  of 

1990.  Intended  farrowings  for 
June-August  1989  should  yield 
a  pig  crop  of  18.0  million, 
and  a  commercial  slaughter  of 
22.0  million  head  in  January- 
March  1990  (Table  3). 
Producers'  intentions  to 
farrow  2.3  million  sows  in 
fall  1989  would  lead  to  a 
slaughter  of  21.4  million  head 
in  the  spring  of  1990  (Table 
3). 

Average  slaughter  weights 
were  higher  than  past  years  in 
1987  and  1988,  but  stabilized 
in  early  1989  (Table  4) . 
Weights  are  assumed  to  stay  at 
relatively  high  levels. 
Slaughter,  pork  production, 
and  dressed  weight  estimates 
for  late  1989  and  early  1990 
are  summarized  in  Table  4. 

The  relationship  of 
projected  production  to  the 
previous  year's  production  is: 


Percent  Change 

in 

Production 

over  Previous 

Quarter 

Year 

1989  I 

+2.6 

II 

+5.5 

III 

-1.6 

IV 

0.0 

1990  I 

+  5.3 

II 

-2.4 

Although  pork  production  will 
decline  in  the  summer  of  1989, 
it  will  remain  at  relatively 
high  levels  in  late  1989  and 
early  1990.   The  projected 
decline  in  the  spring  of  1990 
is  not  as  large  as  it  appears 
because  it  is  calculated 
relative  to  the  large  spring 
1989  production. 


Other  Factors  Influencing 
Prices 


Hog  Price  Projections 

Normally  we  try  to  use  a 
complete  demand  model  to 
project  prices.   In  a  complete 
model,  live  hog  prices  at 
Omaha  are  explained  by  pork 
production,  beef  production, 
poultry  production,  disposable 
personal  income,  and  quarterly 
variation.   This  model  tended 
to  predict  prices  that  were 
lower  than  actual  prices 
during  late  1988  and  early 
1989  (Table  5) .   Therefore,  it 
is  useful  to  compare  the 
results  from  the  complete 
model  with  the  results  from  a 
simpler  model  that  includes 
only  pork  production  and 
quarterly  variation.   The 
simpler  model  was  a  better 
predictor  of  actual  prices 
during  the  last  year. 

Price  projections  from 
the  two  models  are  as  follows: 


Supplies  of  beef  and 
poultry  compete  with  pork  for 
the  consumer's  dollar.   Beef 
production  is  declining  slowly 
as  herd  rebuilding  takes 
place,  and  we  project  a 
continued  slow  decline  (Table 
5) .   The  projected  supply  of 
poultry  is  taken  from  USDA 
reports  and  shows  a  continued 
steady  gain,  although  at  lower 
growth  rates  than  in  1987  and 
1988. 

Demand  for  meat  is  also 
determined  by  consumer  income. 
Total  nominal  disposable 
personal  income  is  projected 
to  grow  at  7  percent  during 
1989  and  1990,  based  on  an 
assumed  inflation  rate  of  4 
percent  and  real  income  growth 
of  3  percent. 


Projected 

Price 

Pork- 

Complete  Only 

Actual 

Quarter 

Model    Model 
$/cwt 

Price 

1989  I 

39       42 

41 

II 

39       42 

42 

III 

42       47 

IV 

33       39 

1990  I 

36       41 

II 

38       44 

The  two  price  projections 
give  the  likely  range  for 
actual  prices.   The  two  sets 
of  estimates  agree  that  prices 
will  recover  during  the  summer 
of  1989  and  decline  sharply  in 
the  fall.   As  the  pork  only 
model  has  been  a  better 
predictor  of  prices  recently, 
actual  prices  are  likely  to  be 
closer  to  the  second  set  of 
estimates  above. 


Marketing  Implications 

Recent  swings  in  hog 
prices  have  been  large,  and 
these  swings  are  projected  to 
continue  during  the  rest  of 
1989.   The  large  variability 
in  hog  prices  is  due  to  the 
nature  of  demand  for  pork. 
A  1  percent  change  in  pork 
supply  brings  about  an 
opposite  2.5  percent  change  in 
the  price  of  hogs.   Consumers 
seem  to  want  to  consume  about 
63  pounds  per  capita.   They 
will  pay  much  more  to  maintain 
that  consumption  when  supply 
is  low  and  prices  are  high, 
but  they  do  not  increase 
consumption  much  when  supply 
is  large  and  prices  are  low. 
The  result  is  that  pork 
producers  face  large  swings  in 
price. 

One  strategy  for  dealing 
with  price  variability  is  to 
sell  some  hogs  every  week  of 
the  year — that  way  you  will 
receive  the  "average"  price 
over  the  year.   Many  small 
producers  do  not  have  that 
luxury,  however.   Another 
strategy  is  to  lock  in  a  price 
through  hedging  whenever  live 
hog  futures  prices  offer  a 
reasonable  profit.   This  price 
level  will  vary  for  different 
producers  because  individual 
production  costs  differ.   In 
this  newsletter,  we  try  to 
indicate  where  futures  prices 
might  be  higher  than  our 
projections  of  cash  prices, 
because  such  prices  would 
offer  unusually  good  pricing 
opportunities . 

The  futures  prices  for 
live  hogs  dropped  sharply  in 
response  to  the  release  of  the 
Hogs  and  Pigs  report  on  June 
30  and  then  partially 


recovered.   Live  hog  futures 
prices  in  the  second  week  of 
July  are  about  equal  to  our 
price  projections  and 
therefore  do  not  offer  any 
unusually  good  pricing 
opportunities . 


Issued  by  Laurian  J.  Unnevehr, 
Extension  Specialist,  Prices 
and  Outlook 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  March  1,  1989 


Ratio  of 
1989  to 
1988 


1989 


1988 


percent 


thousand  head. 


Inventory 


All  hogs  and  pigs 

99 

43,690 

44,065 

Kept  for  breeding 

99 

5,560 

5,630 

Kept  for  market 

99 

38,130 

38,435 

Market  hogs,  bv  weight 

Under  60  pounds 

98 

16,055 

16,415 

60-119 

100 

9,525 

9,515 

120-179 

100 

6,990 

7,000 

180  and  over 

101 

5,560 

5,505 

Sows  farrowing 

March -May 

98 

2,535 

2,578 

June -August^ 
September -November^ 

Pig  crop 

March -May 


99 


19,900 


20,175 


Pigs  saved  per  litter 


March -May 


100 


. .pigs  per  sow. . 
7.85         7.83 


^  Intentions , 


Table  2.   Market  Hogs  Weighing  60  to  179  Pounds  on  June  1  and 
Commercial  Slaughter  in  the  Calendar  Quarter  from 
July  through  September  (thousand  head) 


Hogs 
(60-179         Commercial 
Year  pounds)         Slaughter       Ratio 


1975  12,993 

1976  14,305 

1977  14,310 

1978  14,990 

1979  17,325 

1980  17,727 

1981  16,525 

1982  15,354 

1983  16,279 

1984  15,255 

1985  15,445 

1986  14,605 

1987  15,615 

1988  16,520 

1989  16,515 

^  Projected. 

"   Three -year  mean. 


15,307 

1.178 

17,986 

1.257 

18,293 

1.278 

18,548 

1.237 

22,076 

1.274 

22,163 

1.250 

21,280 

1.288 

18,940 

1.234 

21,292 

1.308 

19,493 

1.278 

20,558 

1.331 

18,573 

1.272 

19,393 

1.241 

21,365 

1.293 

20,958^ 

1.269^ 

Table  3.   Sows  Farrowing,  Pig  Crop,  and  Commercial  Slaughter  (thousand  head), 
with  7-Month  Lag  in  the  10  States,  1985  to  1988 


Sows    Pig 

Comm. 

Year 

far.     crop 

Ratio 

Year    si.     Ratio 

December -February 

July- September 

1985- 

86 

1,940   14,880 

7.67 

1986    18,573   1.248 

1986- 

•87 

1,957   15,156 

7.74 

1987    19,025    1.225 

1987- 

88 

2,030   15,765 

7.77 

1988    21,365   1.355 

1988- 

•89 

2,109   16,439 
March -May 

7.79 

1989    20,976^   1.276^ 
October -December 

1986 

2,161   16,878 

7.81 

1986    20,271   1.201 

1987 

2,337   18,485 

7.91 

1987    22,860   1.237 

1988 

2,552   19,968 

7.82 

1988    24,166    1.210 

1989 

2,535   19,900 
June -August 

7.85 

1989    24,198^   1.216^ 
January - March 

1986  2,034  15,853  7.79 

1987  2,262  17,520  7.75 

1988  2,349  18,007  7.63 

1989  2,359  17,999  7.63 


1987  19,938  1.258 

1988  21,043  1.201 

1989  21,886  1.215 

1990  22,049^  1.225^ 


Septem 

ber- Never 

nber 

April -June 

1985 

2,265 

17,225 

7.60 

1986 

20,313 

1.179 

1986 

2,150 

16,729 

7.78 

1987 

18,901 

1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,868 

1.193 

1988 

2,256 

17,177 

7.61 

1989 

21,964^ 

1.279 

1989 

2,304 

17,856 

7.75 

1990 

21,427^ 

1.200^ 

^  Projected. 

Three-year  mean 
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HOG  REPORT  SHOWS  LARGE  SUPPLY  DURING  NEXT  SIX  MONTHS 
October  1989  Laurian  J.  Unnevehr 


Summary 

The  September  1  Hogs  and  Pigs  report  showed 
a  total  inventory  in  the  10  states  that  was  up  2 
percent  and  a  summer  pig  crop  that  was  up  3 
percent  from  last  year.    The  large  summer  pig 
crop  was  the  result  of  a  big  jump  in  the 
number  of  pigs  saved  per  litter.    The  increased 
number  of  market  hogs  and  summer  pigs  means 
that  for  the  next  six  months  the  market  supply 
of  hogs  will  be  larger  than  it  was  last  year  at 
this  time.    Prices  should  fall  to  $40  per 
hundredweight  or  even  lower  by  winter. 

Recent  live  hog  prices  of  around  $43  per 
hundredweight  have  been  stronger  than  expected 
because  of  lower  slaughter  weights  and  strong 
demand.    Much  talk  about  export  demand  for 
pork  as  a  result  of  Japanese  purchases  and  U.S. 
government  shipments  to  Poland  has  convinced 
the  market  that  strong  hog  prices  will  continue. 
Exports  could  account  for  as  much  as  5  percent 
of  the  market  supply  during  the  last  months  of 
1989,  and  they  could  prevent  prices  from 
dipping  below  $40.    But,  the  larger  supply 
coming  to  market  during  the  next  six  months 
means  that  live  hog  prices  are  likely  to  drop 
below  $40  per  hundredweight  this  winter. 
Prices  should  then  recover  to  the  mid  $40s 
during  the  spring  and  summer  of  1990. 

During  the  first  week  of  October,  live  hog 
futures  prices  are  strong,  keying  off  the  current 
strength  in  cash  prices.    Producers  would  be 
well-advised  to  take  advantage  of  these  prices  to 
lock  in  profits  for  1990  production.    Prices 


above  $42  for  winter  1990  and  above  $47  for 
summer  1990  offer  good  opportunities. 

Results  of  the  Ho2S  and  Pigs  Survey 

The  September  1  USDA  Hogs  and  Pigs  report 
for  the  10  major  producing  states  shows  a  total 
inventory  of  just  over  45.8  million  head,  up  2 
percent  from  the  inventory  last  year  (Table  1). 
However,  the  breeding  herd  is  down  1  percent, 
indicating  that  expansion  may  slow  in  the 
future.     Heavy  market  hogs  are  up  1  percent 
over  last  year. 

Farrowings  by  2.4  million  sows  in  the  June- 
August  quarter  are  up  1  percent  from 
farrowings  last  year,  and  are  larger  than 
intentions  stated  in  the  June  1  report.    The 
summer  pig  crop  of  18.6  million  head  is  up  3 
percent,  however,  because  the  7.82  pigs  saved 
per  litter  is  improved  over  last  year's  7.63 
figure. 

Producers  stated  intentions  to  farrow  2.3  million 
hogs  from  September  through  November  1989. 
This  figure  is  about  the  same  as  last  fall. 
Producers  first  statement  of  intentions  for  the 
period  from  December  1989  through  February 
1990  is  to  farrow  2.1  million  sows.    This  figure 
is  up  2  percent  from  intentions  for  that  same 
quarter  in  1988. 
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Pork  Production  Projections 

Estimates  of  future  hog  slaughter  are  based  on 
past  ratios  of  commercial  slaughter  to  heavy 
market  hogs  or  to  the  pig  crop  seven  months 
previous.    The  number  of  market  hogs  weighing 
60  to  179  pounds  is  one  indicator  of  hog 
slaughter  in  the  current  quarter.    On  September 
1,  there  were  18.4  million  head  in  this  weight 
category  (Table  2).    This  inventory  indicates  a 
slaughter  24.5  million  head  in  the  fall  of  1989. 
Another  indicator  of  fall  1989  production  is  the 
spring  pig  crop,  and  this  crop  indicates  a  fall 
1989  commercial  slaughter  of  24.2  million  head 
(Table  3).    An  average  of  the  two  estimates 
from  tables  2  and  3  is  used  to  project  slaughter 
and  production  in  the  fourth  quarter  of  1989 
(see  Table  4). 

The  June-August  pig  crop  is  an  indicator  of 
what  slaughter  will  be  in  the  first  quarter  of 
1990.    The  recent  summer  pig  crop  should  yield 
a  winter  commercial  slaughter  of  22.8  million 
head  (Table  3).    Intentions  to  farrow  for  the 
period  from  September  through  February  give 
some  indication  of  what  supply  will  be  in  the 
spring  and  summer  of  1990.    Intended 
farrowings  for  the  September-November  quarter 
of  1989  should  yield  a  pig  CTop  of  17.7  million, 
and  a  commercial  slaughter  of  21.2  million  head 
in  the  April- June  quarter  of  1990  (Table  3). 
Producers'  intentions  to  farrow  2.1  million  sows 
from  December  through  February  would  lead  to 
a  slaughter  of  21.5  million  head  in  the  summer 
of  1990  (Table  3). 

Average  slaughter  weights  in  1987  and  1988 
were  higher  than  they  were  in  past  years,  but 
recently  declined  in  the  summer  of  1989  (Table 
4).    It  is  assumed  that  weights  will  remain 
stable  at  recent  high  levels.   Estimates  of 
slaughter,  pork  production,  and  dressed  weight 
for  late  1989  and  1990  are  summarized  in  Table 
4. 

The  relationship  of  projected  production  to  the 
previous  year's  production  is  as  follows: 


Pork  production  declined  in  the  summer  of 
1989,  but  it  will  remain  at  relatively  high  levels 
in  late  1989  and  early  1990.    The  projected 
decline  in  the  spring  of  1990  is  not  as  large  as 
it  appears  because  it  is  calculated  in  relation  to 
the  large  production  in  the  spring  of  1989. 


Other  Factors  Influencing  Prices 

Supplies  of  beef  and  poultry  compete  with  pork 
for  the  consumer's  dollar.    Beef  production  is 
declining  slowly  as  herd  rebuilding  takes  place, 
and  we  project  a  continued  slow  decline  (Table 
5).    The  projected  supply  of  poultry  is  taken 
from  USDA  reports  and  shows  a  steady  gain, 
although  at  lower  growth  rates  than  those  in 
1987  and  1988. 

Demand  for  meat  is  also  determined  by 
consumer  income.    Total  nominal  disposable 
personal  income  is  projected  to  grow  at  7 
percent  during  1989  and  1990,  based  on  an 
assumed  inflation  rate  of  4  percent  and  real 
income  growth  of  3  percent. 


Hog  Price  Projections 

Normally,  we  try  to  use  a  complete  demand 
model  to  project  prices.    In  a  complete  model, 
live  hog  prices  at  Omaha  are  explained  by  pork 
production,  beef  production,  poultry  production, 
disposable  personal  income,  and  quarterly 
variation.   This  model  tended  to  predict  prices 
that  were  lower  than  actual  prices  during  late 
1988  and  early  1989  (Table  5).    Therefore,  it  is 
useful  to  compare  the  results  from  the  complete 
model  with  the  the  results  from  a  simpler 
model  that  includes  only  pork  production  and 
quarterly  variation.   The  simpler  model  was  a 
better  predictor  of  actual  prices  during  the  last 
year. 

Price  projections  from  the  two  models  are  as 
follows: 


Quarter 

Percent  Change  in 

Production 

over  Previous  Year 

1089  III 

-2 

IV 

+1 

1990    I 

+4 

II 

-3 

III 

+2 

Quarter 

Projected 

Prict 

1 

CofBplete 

Pork-Only 

Actual 

Model 

Model 
$/c«rt 

Price 

1989  II 

39 

42 

42 

III 

42 

47 

46 

IV 

33 

38 

1990   I 

35 

38 

II 

42 

43 

III 

40 

43 

The  two  sets  of  estimates  show  a  similar  trend 
in  prices.    Prices  will  fall  during  the  last  months 
of  1989  and  remain  low  during  the  early  months 
of  1990.    Prices  will  recover  during  the  spring 
and  summer  of  1990.    Because  the  pork-only 
model  has  been  a  better  prediaor  of  prices 
recently,  actual  prices  are  likely  to  be  closer  to 
the  second  set  of  estimates  above. 


Marketing  Implications 

Cash  prices  in  the  summer  and  early  fall  of 
1989  have  been  buoyed  by  the  lower  slaughter 
weights  and  by  increased  export  demand. 
Announcements  of  U.S.  government  sales  of 
pork  bellies  to  Poland  created  market 
expectations  that  demand  will  remain  strong. 
Projected  government  purchases  could  account 
for  as  much  as  S  percent  of  the  supply  in  the 
fall  quarter,  and  if  these  materialize,  they  will 
boost  prices. 

But,  the  large  supply  of  slaughter  hogs  coming 
to  market  over  the  next  six  months  means  that 
prices  will  fall  eventually  to  the  $40  level  or 
even  lower.    During  the  first  week  of  October, 
live  hog  futures  prices  are  high,  keying  off 
current  strength  in  cash  prices.    Producers 
should  take  advantage  of  this  opportunity  to 
lock  in  profitable  prices.    Prices  above  $42  for 
the  winter  of  1990  and  above  $47  for  the 
summer  of  1990  represent  good  pricing 
opportunities. 

Issued  by  Laurian  J.  Unnevehr,  Extension 
Specialist,  Prices  and  Outlook 


Table  1.   Hogs  and  Pigs  in  10  Key  States,  September  1,  1989 


Ratio  of 
1989  to 
1988 


1989 


1988 


percent 


thousand  head. 


Inventory 


All  hogs  and  pigs 
Kept  for  breeding 
Kept  for  market 

102 

99 

102 

45,800 

5,385 

40.415 

45,000 

5,460 

39,540 

Market  hogs,  bv  weight 

Under  60  pounds 

60-119 

120-179 

180  and  over 

102 
101 
103 
103 

15,500 
9,940 
8,485 
6,490 

15,135 
9,885 
8,230 
6,290 

Sows  farrowing 

June -August 
September -November^ 
December -February^ 

101 
100 

102 

2,380 
2,278 
2,141 

2,359 
2,271 
2,109 

Pig  crop 

June -August 

103 

18,604 

18,007 

Pigs  saved  per  litter 

June -August 


102 


. .pigs  per  sow. . 
7.82       7.63 


^  Intentions . 


Table  2.   Market  Hogs  Weighing  60  to  179  Pounds  on 
September  1  and  Commercial  Slaughter  in 
the  October -December  Quarter 


Year 

Hogs 
(60-179 
pounds ) 

Commercial 
slaughter 

Ratio 

. .thousand  head. . 

1980 

19,899 

24,635 

1.238 

1981 

18,451 

24,024 

1.302 

1982 

16,302 

20,825 

1.277 

1983 

18,500 

24,337 

1.316 

1984 

17,644 

22,741 

1.334 

1985 

16,226 

21,699 

1.337 

1986 

15,795 

20,271 

1.283 

1987 

16,755 

22,860 

1.364 

1988 

18,145 

24,180 

1.333 

1989 

18,425 

24,450^ 

1.327^ 

^  Projected. 

^  Three -year 

mean. 

Table  3.   Sows  Farrowing,  Pig  Crop,  and  Connnercial  Slaughter, 
with  7 -Month  Lag  in  the  10  States,  1985  to  1988 


Sows 

Pig 

Comm. 

Year 

far. 

crop 

Ratio 

Year 

si. 

Ratio 

December 

- February 

Julv- September 

1986- 

87 

1,957 

15,156 

7.74 

1987 

19,025 

1.225 

1987- 

88 

2,030 

15,765 

7.77 

1988 

21,365 

1.355 

1988- 

89 

2,109 

16,439 

7.79 

1989 

21,150^ 

1.287^ 

1989- 

90 

2,141 

16,678 

7.79 

1990 

21,498^ 

1.289^ 

March -Mav 

October -December 

1986 

2,161 

16,878 

7.81 

1986 

20,271 

1.201 

1987 

2,337 

18,485 

7.91 

1987 

22,860 

1.237 

1988 

2,552 

19,968 

7.82 

1988 

24,166 

1.210 

1989 

2,535 

19,900 

7.85 

1989 

21,198^ 

1.216^ 

June- 

August 

January- 

•March 

1986 

2,034 

15,853 

7.79 

1987 

19,938 

1.258 

1987 

2,262 

17,520 

7.75 

1988 

21,043 

1.201 

1988 

2,349 

18,007 

7.63 

1989 

21,886 

1.215 

1989 

2,380 

18,604 

7.82 

1990 

22,790^ 

1.225^ 

September 

-November 

April -June 

1986 

2,150 

16,729 

7.78 

1987 

18,901 

1.129 

1987 

2,258 

17,495 

7.75 

1988 

20,868 

1,193 

1988 

2,256 

17,777 

7.61 

1989 

21,939 

1.277 

1989 

2,278 

17,655 

7.75 

1990 

21,185^ 

1 . 200^ 

^  Projected. 

"   Three -year  mean. 
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